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Members of the Legidative Audit Committee:

Included herein isthe report of the Statewide Single Audit of the State of Colorado for the fiscad year
ended June 30, 2001. The audit was conducted under the authority of Section 2-3-103 et seq., C.R.S,,
which authorizes the State Auditor to conduct audits of dl state departments, ingtitutions, and agencies.

The purpose of thisreport isto present theresults of the Statewide Single Audit for the year ended June
30, 2001. The report includes our audit opinion on the General Purpose Financia Statements and the
supplementary Schedule of Expenditures of Federal Awards. It dso contains our findings, conclusions,
and recommendations, and the responses of the respective state agencies.

The report may not includeal of thefindings and recommendationsrelated to audits performed of state
ingtitutions and agencies. Some findings and recommendations are issued under separate report covers.
However, in accordance with the Single Audit Act, this report includes dl findings and questioned costs
related to federa awards that came to our attention through elther the statewide audit or separate audits.

The report is intended soldly for the use of management and the Legidative Audit Committee and
should not be used for any other purpose. Thisrestriction isnot intended to limit distribution of the report,
which, upon release by the Legidative Audit Committee, is a matter of public record.
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Authority, Purpose, and Scope

This audit was conducted under the authority of Section 2-3-103 et seq., C.R.S,, which authorizes the
Office of the State Auditor to conduct audits of all departments, ingtitutions, and agencies of state
government. The audit was conducted in accordance with generally accepted auditing sandardsand the
financid and compliance standards contained in the Gover nment Auditing Standards issued by the U.S.
General Accounting Office. We performed our audit work during the period January 2001 through
November 2001.

The purpose of this audit was to:

C Expressan opinion on the State' s Genera Purpose Financid Statements for the fiscal year ended
June 30, 2001.

C Expressan opinion on the State's Schedule of Expenditures of Federal Awardsfor the fisca year
ended June 30, 2001.

C Review internd accounting and adminigtrative control procedures as required by generdly
accepted auditing standards.

C Evauate compliance with applicable state and federd laws, rules, and regulations.
C Evauate progressin implementing prior audit recommendations.

We expressed a qudified opinion on the State' s General Purpose Financid Statements and an unqudified
opinion on the State's Schedule of Expenditures of Federal Awards for the fiscal year ended June 30,
2001. They are presented in the Financial Statement and Federal Awards Schedule sections of thisreport,

respectively.
Current Year Findings and Recommendations

This report presents the results of the statewide financia and compliance audit for Fiscal Year 2001. The
report may not include dl findings and recommendations related to audits performed of state departments,
inditutions, and agencieswhich areissued under separate report covers. However, in accordance with the
Single Audit Act, this report does include al findings and questioned costs
related to federal awardswhich cameto our attention through either the Statewide Audit or separate audits.

For further information on thisreport, contact the Office of the State Auditor at (303) 866-2051.
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As part of our Statewide Audit we examined, on a test badis, evidence supporting the amounts and
disclosuresin the financid statements. We considered theinterna controls over financia reporting; tested
compliance with certain provisons of federd and state laws, regulations, contracts, and grants, and tested
account balances and transactions for proper financia reporting.

The following is a highlight of the more sgnificant findings included in our report. Please refer to the
Recommendation Locator in the next section for the recommendations, responses, implementation dates,
and location of the full text of the findings, recommendations, and agency responses for each agency.

Internal Controls

Agencies are responsible for ensuring that adequate controlsarein place. Aspart of our audit we tested
controls over the processing of and accounting for financid activity. We found:

» During Fisca Year 2001 nine mechanisms were used to refund the Fiscal Year 2000 TABOR
excess of $941.1 million. We reviewed over 200 income tax returns, covering seven of the nine
TABOR refund mechanisms, and determined about $343,000 in creditswere erroneoudy granted
to taxpayers. We dso found that some taxpayers were not receiving their persona property tax
refunds. There were 3,100 outstanding persond property tax refund checks, totaling about $1.3
million. Many of the checks were issued over ayear and a hdf before. The Department has not
made sufficient efforts to locate these taxpayers given the amount of time the checks have been
outstanding.

»  Duringour review of certificatesof deposit at the Oil and Gas Conservation Commission, wefound
that 26 certificates, totaling about $187,000, are held in non-PDPA-digible depositories. The Ol
and Gas Conservation Commission should ensurethat al certificates of depost arein compliance
with statutory and other legd requirements.

* InFisca Year 2001 the Divison of Wildlife canceled about 560 paymentstotaing $245,000. We
reviewed 30 of these canceled payments and found that 13 were returned to the Divison and
subsequently reissued to limited license applicants. This occurred because the Divison did not
have adequate procedures to ensure license gpplicant information was correct. In addition, we
found that 3 of the 30 payments were duplicate payments, explanations could not be provided for
2 canceled payments, and another payment voucher could not be located.

*  The Department of Personnd and Adminidration is responsible for overseeing dl mgor human
resource programs and systlemsin the State. During areview of personnd files et five agencieswe
noted problems with unsgned leave forms, leave systems not being updated, unsupported leave
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time, and mathematical errors. The Department should incorporate the review of leave controls
and processes into its examinations of state human resource programs.

Financial Reporting

The State Controller's Office (SCO) minimizes the risk of inaccurate reporting by establishing standard
policies and procedures. In addition, agencies are responsible for accurately reporting financid activity.
As part of our audit we reviewed the policiesand proceduresthat werein place at the SCO and agencies.
In addition, we sampled financid transactions to ensure that financia activity was reported properly.

* Dueto alack of controls over federd receivables, the Department of Hedlth Care Policy and
Financing had to write-off dmost $16 million in receivables. The Department could not determine
the nature of the recaivables, i.e.,, whether it was the result of reporting errors or of afalure to
collect moneys owed.

»  The Depatment of Human Services did not adhere to legdly established spending limits. We
found the Department charged about $78,000 in payouts of sick and annud |eave to retiring Saff
againg aprior year payable accrud rather than againgt acurrent year expenditure asrequired. This
type of transaction circumvents controls over agencies spending authority and, in someinstances,
can be used to hide overexpenditures.

* We found five agencies were not performing reconciliations of supporting documentation to the
State's accounting system to ensure that errors were found and corrected in a timely manner.
These reconciliaions include fixed assets, Medicaid expenditures, Trangportation Revenue
Anticipation Notes, mined land reclamation deposits, cash receipts, and grant expenditures.

Federal Grants

The State received about $3.6 billion in federa grantsin Fiscal Year 2001. As part of our testwork we
determined compliance with federd regulations and grant requirements. The audit work included, among
other requirements, testing of dlowable activities, digibility, and subrecipient monitoring.

Medicaid and Medicaid-Related Programs. The largest of the federd programs, Medicad, is
adminigtered by the Department of Hedlth Care Policy and Financing (HCPF). During Fisca Y ear 2001
Medicaid expenditures exceeded $2 hillion. Some of the more significant problems noted with the
management of Medicaid funds were as follows:

*  Wereviewed grant requirements and transactions to determine whether the costs charged to the
grant were dlowable. Wedso reviewed controls over digibility determination systems, oversight,
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and training provided to counties on federa requirements. We sampled 127 Medicaid program
expenditures. We found 51 were not in compliance with one or more of the alowable cost
principles. These 51 expenditures totaled about $45,000 (federa share about $22,000). For
example, 43 Electronic Data Interchange agreements were not available for review. In addition,
86 of the 127 expenditures contained errors related to lack of required license and registration
documentationon filewith theMedicaid fiscal agent. Thesetotaed about $977,000 (federd share
about $489,000).

For the Home and Community Based Services (HCBS) program, we sampled 138 client records
and identified 14 clientswho should not have been gpproved for services. Anadditiona 12 clients,
who should not have been gpproved for services, werereported to usby staff at Single Entry Point
(SEP) agencies. These 26 clients received about $275,000 in HCBS and Medicaid provided
sarvices. Additiondly, we found that, of five SEPs reviewed, four were not subject to afinancia
compliance review asrequired by federa guiddines.

CashManagement: The Cash Management Improvement Act (CMIA) was established to regul ate the
transfer of federa funds between federa and state agencies. The Treasurer's Officeisresponsblefor the
coordinationof CMIA for Colorado. InFisca Year 2001, 30 federa programswere covered by CMIA
at seven different state agencies. These programs had expenditures in excess of $2 hillion. We found
problems related to cash management at two departments. For example, al 14 programs at Human
Services covered under CMIA ether did not draw funds timely or were overdrawn.

Student Financial Aid:  Student loans amounted to about $229 millionin Fisca Year 2001. During our
audit we found the following problems at various state schools:

Lack of adequate supporting documentation. We noted required documentation, under both
Perkins loan and Federd Family Education |oan requirements, was not maintained within loanfiles.
One indtitution’ sfiles did not contain evidence of the required counsding sesson for new or exiting
borrowers. Thisoccurred in 3 of 30 filesreviewed. At another ingtitution we noted that 1 of 10
Perkins |oan borrowers’ filesdid not contain arequired signed addendum to the promissory note.
Also, 4 of 10 borrowers, who had their loans deferred or canceled, did not have adequate
documentation in the file supporting the reason for a deferment of loan payments.

Perkins |oan grace periods were not in accordance with federa regulations at oneinditution. The
grace period should begin the day after arecipient withdrawa s from school or reduces enrollment
to less than half-time. We found the grace period for students did not begin until the month
following the end of the semester in which the students enrollment status changed.
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Temporary Assistance for Needy Families (TANF), Donated Foods, and Vocational
Rehabilitation: Weaso found problemswith the adminisiration of other federd fundsat the Department
of Human Services. These three programs represent over $246 million, or 13 percent, of the $1.8 billion
expended by the Department. We noted the following areas where improvements could be made:

»  Sgnificant discrepancies in monthly inventories of commodities for the Donated Foods program
exig. We noted two monthly reconciliations reported shortages and overages of commodities
vaued at $384,000 and $431,500, respectively. Program staff could not provide documentation
asto how these discrepancieswereresol ved; therefore, wewere unableto confirm that resol utions
were handled appropriately.

» Subrecipient monitoring was lacking and inadequate. We found that TANF saff did not
adequately monitor county activitiesduring Fiscd Y ear 2001. Wehaveidentified thisissuein prior
year audits. Also, Vocationa Rehabilitation program staff did not perform any on-Site reviews as
required.

Recor ds M anagement

The State Archivigt is responsible for the proper adminigtration of public records. Additiondly, agencies
are required to appoint records liaison officers to aid in the oversight of records management processes
at their agencies. We surveyed 22 state agencies and found six did not have records liaison officers, four
agencies were not purging records on aregular basis, and none of the agencies were able to produce an
inventory listing of records being stored. We also noted that Archives needs to improve access to
information by establishing an eectronic cataoging system.

Communication of Audit Related M atters

Therewere no Sgnificant or unusua mattersreported in connection with the audit of the State of Colorado
for the year ended June 30, 2001. Areasin which uncorrected misstatements were aggregated during the
Fiscal Year 2001 audit were determined by management and the Office of the State Auditor to be
immaterid, both individudly and in the aggregate, to the financid statements teken asawhole. The net
effect of the uncorrected misstatements would have been to decrease the fund balances by about $2.4
million, decrease assets by about $200,000, increase liahilities by about $7.1 million, increase revenue by
about $14.6 million, and increase expenditures by about $19.5 million. See Appendix B which showsthe
net and gross passed audit adjustments by agency and the net and gross posted audit adjustments by

agency.
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Recommendation L ocator

The attached Recommendation Locator is arranged by department. In addition, Appendix A contains a
L ocator with additional columnsadded to providetheinformation necessary to meet Single Audit reporting
requirements. The CFDA No./Compliance Requirement/Federal Entity column indicates the federa
program, type of compliance requirement by letter, and applicable federd agency. The contact for the
Corrective Action Plan designates the state agency contact person. For those findings not subject to the
Sngle Audit Act, the CFDA No./Compliance Requirement/Federd Entity column will be marked not
gpplicable.

Summary of Progressin Implementing Prior Year Recommendations

This report includes an assessment of the disposition of prior audit recommendations reported in both the
Statewide Single Audit Reports and the Statewide Financia and Compliance Audit Reports for Fisca
Y ears 1996 through 2000. If arecommendation was reported in both reports, it has been only included
oncein the following table. Additionaly, prior years recommendations that were implemented in Fisca
Y ear 2000 are not included.

Statewide Single and Financial Audit Reportsfor Fiscal Year
Total 2000 1999 1998 1997 1996
Implemented 46 38 5 2 1 -
Partially Implemented 26 16 6 2 2 -
Not Implemented 7 5 1 - - 1
Deferred 13 10 3 - - -
Total 92 69 15 4 3 1




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
1 28 The Department of Agriculture should complete a review of Agree 12/31/2001

employee personnel files and reconfirm that withholding
documentation is accurate and complete.

2 32 The Department of Corrections should review the policy on Agree 1/1/2002
communicating employee status changes with department
supervisors.

3 37 TheDepartment of Health Care Policy and Financing should ensure Agree 6/30/2001

all accounts receivable balances are reconciled on a periodic basis
and all federal receivables not subsequently collected are resolved
within one year.

4 40 The Department of Health Care Policy and Financing and the Agree 12/31/2001
Department of Human Services should work together to assign
responsibilities for overall cost control over Medicaid funding for
Department of Human Services programs.

5 40 The Department of Health Care Policy and Financing and the Agree 8/6/2001
Department of Human Services should operate within their fixed
budgets when possible, and identify and request approva for
unavoidable overexpendituresin atimely manner.
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
6 43 The Department of Health Care Policy and Financing and the Agree 12/31/2001

Department of Human Services should improve coordination and
communication to ensure that expenditures are appropriately and
consistently charged and that expenditures are transferred timely.

7 47 The Department of Health Care Policy and Financing and the Agree 1/31/2002
Department of Human Services should institute aquarterly process
for reviewing and reconciling Medicaid expenditures for
Department of Human Services programs recorded at the
Department of Health Care Policy and Financing.

8 47 The Department of Human Services should improve management Agree 1/31/2002
of Medicaid funds by (a) establishing monthly reconciliation
processes within M edicaid-funded programsand (b) implementing
an analytical review process over Medicaid activity.

9 48 The Department of Human Services should follow generaly Agree 8/6/2001
accepted accounting principles related to accounts payable by (a)
calculating appropriate year-end estimates and (b) reviewing
expenditures charged to accounts payable after year-end.

10 51 The Colorado Historical Society should ensure the Byers-Evans Agree 12/31/2001
House submits cash register tapes with al revenue remittances.




RECOMMENDATION LOCATOR

Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date

11 56 The Department of Human Services should record expenditures Agree 7/1/2001
within the proper appropriations and reverse unused accounts
payable accruals.

12 58 The Department of Human Services should improve controls over Agree 3/31/2002
fixed assets by (a) completing quarterly reconciliations between
fixed asset expenditures and additions to fixed assets and (b)
correcting identified errors on COFRS prior to fiscal year-end.

13 59 The Department of Human Services should ensure securities held Agree 12/30/2001
as retainage for construction projects are recorded in COFRS
accurately and in atimely manner.

14 62 The Department of Labor and Employment should isolate and Agree 6/30/2002
identify the indirect alocation charges for federal grants and
perform a reconciliation to the State’s financia reporting system
periodically.

15 64 The Department of Military Affairs should improve oversight of Partially Agree Partially
financial activity and ensure controlsover accounting functionsare Implemented
adequate.

16 68 The Department of Military Affairs should reduce delays in Partially Agree Partially
processing transactions. Implemented
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Rec. Page Recommendation Agency Implementation

No. No. Summary Response Date

17 74 The Oil and Gas Conservation Commission should ensure that all Agree 7/1/2002
certificates of deposit are in compliance with statutory and other
legal requirements by (&) determining whether they are being held
in eligible public depositories, (b) notifying operators of the need
to move existing certificates of deposit, () enforcing the transfer
of all certificates of deposit to eligible public depositories, and (d)
working with the Attorney General's Office to determine who
should be designated asthe official custodian of the certificates of
deposit.

18 79 The Division of Wildlife should improve controls to reduce the Agree Partsaand c:
number of cancelled payments by (a) ensuring applicant Implemented
informationiscorrect, (b) cross-checking between returned limited Part b: 3/31/2003
licenserefund checks and returning applicants, (c) following up on Partsd and e
returned limited license refunds, (d) documenting the reason for a 2/1/2002
duplicate payment, and (€) documenting the reason for cancelling
awarrant.

19 82 The Division of Minerals and Geology should perform a monthly Agree Part a 2/8/2002

reconciliation betweeninternal databasesand the State'saccounting
system for (8) mined land reclamation deposits and (b) cash
receipts.

Part b: 2/20/2002

-10-
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Rec. Page Recommendation Agency Implementation

No. No. Summary Response Date

20 88 The Department of Personnel and Administration should monitor Agree Part a: 6/1/2002 and
sick and annual leave on a statewide basis by (a) reviewing the ongoing
adequacy of leave tracking systems and (b) establishing a project Part b: 6/30/2003
schedule and deadlines for implementing a statewide automated
leave system.

21 90 The Department of Personnel and Administration should ensure Agree 3/1/2002
that (a) the payroll process duties are segregated and (b) all
divisions receive and review their payroll expense reports, and
payroll staff review and verify that each divison confirms the
accuracy of its monthly and biweekly payroll in atimely manner.

22 91 The Department of Personnel and Administration, Executive Agree 3/1/2002
Director's Office, should implement procedures to review Central
Collections supporting documentation prior to approval of
payments.

23 94 The State Controller's Office should assess ongoing problems Agree 6/30/2002 and
identified during audits, and assist agencies in addressing and ongoing
resolving high priority problems.

24 97 The State Controller's Office should record write-offs of Partially Agree 6/30/2002

uncollectible accounts receivable as a current year expense in the
year inwhich the determinationismade, unlessevidenceexiststhat
attributes the adjustment to a prior period.

-11-
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
25 98 The State Controller's Office should eliminate the prenotification Agree 6/30/2002
requirement or reduce the time period to ensure initial EFT
payments to vendors are made in a timely manner.

26 102  The Department of Personnel and Administration, State Archives, Agree 6/30/2003
should work with the General Assembly to establish standards for
records management.

27 103  State Archives should require the submission of inventory listings Agree 6/30/2003
of records stored and storage space used from each agency.

28 103  State Archives should improve communication regarding (@) Agree 7/15/2002
records management policies and procedures, (b) purging and
destroying records, and (c) maintenance and storage of records.

29 104  State Archives should convert the current catal oging system from Agree 6/30/2003
a paper to an electronic format.

30 105  State Archives should ensure that training is available to all Agree 8/1/2002

agencies by (@) taking steps to publicize the type and nature of
training that is available and (b) conducting genera training
sessions for all agency records officers.

-12-
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Rec.
No.

Page
No.

Recommendation
Summary

Agency
Response

Implementation
Date

31

107

TheDepartment of Personnel and Administration, Central Services,
should ensure that there is (a) proper segregation of duties and
limited accessto necessary functionsby employeesand (b) backups
of application files and master datafiles are stored off-sitein case
of adisaster.

Agree

6/30/2001

32

113

The Department of Revenue should ensure that only eligible
individualsclamandreceive TABOR creditsby (a) identifyingand
billing individualsthat wereineligible, (b) ensuring that taxpayers
are eligiblefor the credits taken, and (c) processing only complete
returns, or evaluating methods of ensuring that accurate creditsare
claimed should the taxpayer fail to submit the required schedules.

Agree

12/31/2002

33

116

The Department of Revenue should resolve outstanding check
Issues to ensure that taxpayers receive their personal property tax
refundsin atimely manner.

Agree

1/31/2002

118

The Department of Revenue should enhance personal property tax
refund procedures by (&) ensuring al the information furnished by
the counties will be entered correctly and encouraging counties to
file the report electronically and (b) providing additional training
and assistance to counties.

Agree

Implemented

-13-
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Rec.
No.

Page
No.

Recommendation
Summary

Agency
Response

Implementation
Date

35

121

The State Treasurer's Office should ensure that all custodial funds
receive the proper amount of interest due by (a) identifying the
custodial funds that should receive interest, (b) determining how
much interest should have been paid to custodial fundsfor the past
three fiscal years, and (c) determining the TABOR effect.

Agree

6/30/2002

36

128

The Department of Transportation should create a standard
template to complete reconciliations of the Note proceeds bank
accounts, and assign and train one individual to perform the
reconciliations.

Agree

12/31/2001

37

129

The Department of Transportation should (a) ensurethat leasesare
properly classified as operating or capital, (b) evaluate the
compl eteness and accuracy of the operating lease summary, and (c)
review the operating lease summary for accuracy at year-end.

Agree

6/30/2002

38

133

TheDepartment of Health Care Policy and Financing should ensure
paymentsare madeonly for allowable costsby (a) requiring current
Electronic Data Interchange agreements for every provider, (b)
establishing procedures to test providers compliance with
established requirements, (c) ensuring transportation payments are
made only to authorized providers, and (d) establishing reviews of
the Medicaid claims process.

Agree

Part a2 6/30/2005
Part b: 6/30/2002
Part c. 7/1/2002
Part d: 4/30/2002

-14-
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Rec. Page Recommendation Agency Implementation
No. No. Summary Response Date
39 135  TheDepartment of Health Care Policy and Financing should ensure Agree Part a: 6/30/2002
adequate controls are in place over automated systems for the Part b: 12/31/2002
Medicaid program by (a) performing and documenting therequired
biennial risk analysis for the Medicaid Management Information
System (MMIS) and (b) implementing a regular, systematic,
independent assessment of controls over MMIS.
40 138  The Department of Health Care Policy and Financing should Agree Partsaand c:
strengthen controls over the eligibility process by (a) working with 8/31/2002
the Department of Human Services to ensure all county Part b: 12/31/2002
departments of social services are maintaining adequate files for
M edicaid-€ligible beneficiaries, (b) establishing control procedures
to ensure claimsare not paid for an individual who isineligiblefor
benefits, and (c) performing periodic random testing of eligibility
claims.
41 141  The Department of Health Care Policy and Financing should Agree Part a: 6/30/2005

improve controls over provider eligibility by (a) requiring that the
fiscal agent ensure each file includes documentation of a current
provider agreement and applicable provider licenses and
registrations, (b) ensuring expenditures are made only to eligible
providers, and (c) formalizing afive-year strategic planfor provider
reenrollment.

Part b: 8/31/2002
Part c: Implemented

-15-
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Rec. Page Recommendation Agency Implementation

No. No. Summary Response Date

42 142  The Department of Health Care Policy and Financing should Agree Part a- Implemented
improve documentation of program integrity cases by (a) ensuring Part b: 4/30/2001
all cases are handled consistently and timely and (b) requiring that
case files contain all required supporting documentation and
approvals.

43 144  The Department of Health Care Policy and Financing should Agree 6/30/2002
require a periodic review of eligibility determination for the
Children’s Basic Health Plan to ensure proper enrollment.

44 145  The Department of Health Care Policy and Financing should Agree Part a: 7/1/2002
modify the Interagency Agreement with the Department of Human Part b: 7/1/2004
Servicesfor singleentry point (SEP) subreci pient monitoring by (a) (pending legidative
conducting risk assessments for each SEP to evaluate the need for approval)
an on-site financial review and (b) requiring that all SEPs receive
an on-site financial review within areasonable period of time.

45 149  TheDepartment of Health Care Policy and Financing should ensure Agree Part a 6/30/2001
claims processed through MMIS are accurate and allowable under Partsb and c:
theMedicaid program by (a) establishing performance measuresfor 9/15/2001
clams processing, (b) conducting regular claims audits, (c) Part d: 9/30/2001
reporting all errors and problemsidentified in the claimsaudit, and and ongoing

(d) ensuring correctiveaction plansare devel oped and implemented
in atimely manner.
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46

152

TheDepartment of Health Care Policy and Financing should ensure
claims processed are accurate and allowabl e by requiring thefiscal
agent to (a) expand quality assurance procedures for testing the
accuracy of data entry on paper claims, (b) conduct regular audits
of paid claimson adefined percentage of processed claims, and (c)
increase oversight of edit resolution claim technicians and reassess
production requirements to ensure suspended clams are
appropriately resolved.

Agree

Partsaand b:
9/1/2001
Part c: 8/1/2001

a7

154

The Department of Health Care Policy and Financing should
establish the review of MMIS edits, edit dispositions, and edit
resolution text as a high priority.

Agree

8/31/2001

48

156

The Department of Heath Care Policy and Financing should
develop and implement adequate controls over the provider
databasein MMIS by establishing formal policies, procedures, and
timeframesfor (@) routinereenrollment of Medicaid providers, (b)
deactivation of providers who have not submitted claims to the
Medicaid program for specified lengths of time, and (c) periodic
data matches on provider credentia information with other state
agencies that regulate Medicaid providers.

Agree

8/31/2001

49

158

The Department of Health Care Policy and Financing should
establish routine communication on disciplinary actions taken by
other state agencies that regulate Medicaid providers.

Agree

8/31/2001
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50 159  The Department of Health Care Policy and Financing should Agree 6/30/2001
implement edits in MMIS to review laboratory claims for
compliance with CLIA requirements in accordance with state
Medicaid policy.

51 169  The Department of Health Care Policy and Financing should work Agree 10/1/2001
with the General Assembly to develop more appropriate service
limits for HCBS and home health services.

52 170  The Department of Health Care Policy and Financing should Agree 10/1/2001
routinely monitor the overall costs of skilled and unskilled carefor
individualsin community settings.

53 174  The Department of Heath Care Policy and Financing should Agree Ongoing
monitor the implementation of the home health rules.

54 177  The Department of Health Care Policy and Financing should Agree 7/1/2002
increase the value added by its Program Integrity Unit.

55 181  The Department of Health Care Policy and Financing should work Agree 8/1/2001

with the State's Fiscal Agent to implement additional system edits
and controls. Further, the Department should perform ongoing
reviews of the editsin place.
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56 183  The Department of Health Care Policy and Financing should Agree 3/1/2002
evaluate the costs and benefits of combining assessment and
eligibility determination, and establish an independent review of
these processes.

57 185  The Department of Health Care Policy and Financing should Agree 6/30/2002
include enforcement actions in the SEP contracts.

58 189  The University of Colorado at Boulder should ensure that review
of audit reportsof subreci pient monitoring activity addresses proper Agree 12/31/2001
review and resolution of findings noted in the reports.

59 192  The University of Southern Colorado should (a) ensure the Agree Part a: Implemented

promissory notes addendum isprovided to studentsand includedin
their files, (b) ensure timely contact with borrowers during grace
periods, (c) obtain adequate documentation from students for loan
defermentsor cancelled loans, (d) ensure contact with borrowersin
default is performed as required, (€) conduct exit counseling with
borrowers, (f) ensurethoseresponsiblefor thefederal PerkinsLoan
Program are properly trained, and (g) consider outsourcing the
federal Perkins loan database administration and collection
functions.

Partsb, c, d, g, f:
6/30/2002
Part g: 1/31/2002
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60 194  TheUniversity of Southern Colorado shouldimplement procedures Agree 12/31/2001

toensurethat returnsof TitlelV fundsare calculated accurately for
all students, and returned to Title IV programs on atimely basis.

61 196  TheUniversity of Northern Colorado should change the beginning Agree 10/1/2001
of the grace period for Perkinsloan borrowerswho withdraw from
the University or drop to less than half-time enrollment.

62 198  TheColorado School of Mines should ensure subrecipient filesare Agree 12/31/2001
properly maintained, and provide documentation for the
subrecipient monitoring that has occurred.

63 198  The Colorado School of Mines should ensure counseling sessions Agree 1/31/2002
are performed and documented.

64 204  The Department of Human Services should develop aformalized Agree 4/1/2002 and
process for on-site monitoring of county activities for the TANF ongoing

program to ensure that federal and state requirements are met,
including atime frame for conducting county reviews and specific
steps for performing follow-up.
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65 205  The Department of Human Services should ensure adequate Agree Part a2 4/15/2002
controlsover fraud and abuse in the TANF program by counties by Part b: 6/15/2002
(a) requiring counties to submit standards and procedures, (b) Part c. 6/15/2002
reviewing these standards and procedures for compliance to the and ongoing
State Plan, (¢) developing a formal process that includes a Part d: 5/15/2002
monitoring schedule for reviews of county fraud procedures and and ongoing
cases, and (d) following up on problems identified during county
reviews.
66 209  TheDepartment of Human Servicesshould ensurefederal fundsare Agree 3/31/2002
drawn down in atimely manner for al federal programs.
67 212  The Department of Human Services should improve inventory Agree 11/1/2001
controls for the Food Distribution Program by (@) resolving
identified discrepancies and (b) developing formal procedures for
tracking commodities.
68 213  TheDepartment of Human Services should segregate dutieswithin Agree 11/1/2001
the Food Distribution Program.
69 215  The Department of Human Services should improve controls over Agree 7/1/2001

the Vocational Rehabilitation program to ensure compliance with
federal and state regulations by (@) reinstating on-site quality
assurance reviews and (b) documenting supervisory review
procedures.
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70

217

The Department of Human Services should strengthen fiscal
controls and accounting procedures over reporting for the
Vocational Rehabilitation Program by (a) maintaining adequate
documentation, (b) reviewing reports prior to submission, and (c)
documenting procedures for preparation of the reports.

Agree

3/31/2002

71

220

The Department of Human Services should (a) develop and/or
formalize policies and procedures for all CFM S functional areas,
(b) perform a comprehensive review of existing policies and
procedures, (c) perform periodic review of policiesand procedures,
and (d) establish aprocessto monitor compliancewith policiesand
procedures.

Agree

12/31/2000

72

223

The Department of Human Services should require DynCorp to
review the current database access structure for appropriate
segregation of duties. The Department should establish procedures
that require appropriate authorization of logical access and change
database passwords periodically.

Agree

12/31/2000

73

225

The Department of Human Services should modify the agreement
with DynCorp to include responsibility for application change
management.

Agree

12/31/2000
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74 225  The Department of Human Services should require DynCorp to Agree 12/31/2000

strengthen adherence to application change management policies
and procedures.

75 226  TheDepartment of Human Servicesshould devel op, formalize, and Agree 6/30/2001
monitor policiesand proceduresrel ated to database administration.

76 227  The Department of Human Services should designate a UNIX Agree 9/1/2000
administrator.

77 228  The Department of Human Services should consider utilization of Agree 10/31/2000

database audit functionality.

78 230 The Department of Human Services should (a) strengthen Agree 12/31/2000
adherence to application user access setup policies, (b) eliminate
all generic user IDswith published passwords, and (c) review user
access periodically.

79 232  The Department of Human Services should review positions and Agree 9/30/2000
responsibilities to ensure all critical duties are performed in a
timely manner while maintaining an appropriate segregation of
duties.
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80 235 The Department of Human Services should work with the Agree Ongoing
Department of Health Care Policy and Financing to identify the
most cost-effective methods for having financial compliance
reviews completed more frequently.
81 240 The Department of Labor and Employment should improve Agree 12/31/2001
coordination efforts between Welfare-to-Work, Temporary
Assistanceto Needy Families, and other employment programsin
the State.
82 244 The Department of Labor and Employment should identify and Partially Agree 12/31/2001
implement solutionsto ensuretimely delivery of payroll documents
to Welfare-to-Work clients.
83 250  The Department of Labor and Employment should improve how Agree 10/31/2001
the State's Welfare-to-Work programs are monitored.
84 253  The Department of Labor and Employment should ensure that Agree 12/31/2001

workforce regions maintain complete and accurate records on
Welfare-to-Work clients.
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85 262  The Department of Public Health and Environment, Health Agree Partsaand b:
Facilities Division, should improve the home health and HCBS Implemented
survey process by (a) requiring supervisors to review survey Part c: 12/31/2001
documents, (b) ensuring that surveyor performance evaluations
include performance measures, and (¢) improving record-keeping.

86 265  The Hedth Facilities Division should ensure that providers are Agree Part a: 12/31/2001
surveyed timely and efficiently by (a) adding a cycle to the survey Partsb and c:
scheduling and tracking database, (b) requiring surveyors to Implemented
document reasons for assigning survey cycles, (c) performing Part d: 10/31/2001
regular reviews of assigned cycles for appropriateness, and (d)
resurveying new HCBS providers after the providers admit clients.

87 267 The Hedth Facilities Division should ensure that adequate Agree 12/31/2001
documentation is maintained when changes are made to providers
deficiency lists.

88 268  TheHealth Facilities Division should work with the federal Health Agree 10/31/2001
Care Financing Administration to clarify whether scope and
severity coding is appropriate for home health deficiencies.

89 272  The Treasurer's Office should comply with CMIA regulations by Agree 12/31/2001

maintai ning proper documentation to support the State's direct cost
claim.
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90 274  TheDepartment of Transportation should requirefield engineersto Agree 6/30/2002
provide written communication of the number of interviews
performed, as well as anticipated future interviews.
91 275  The Department of Transportation should monitor and review Agree 12/31/2001

entries to the pay system and payments made to contractors.
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Department of Agriculture

| ntroduction

The Department of Agriculture is respongble for regulating, promoting, and supporting
agriculturd activities throughout Colorado. The Department performs services including
policy formulation, data collection, program inspection, consumer information, and
regulation of the State's agriculturd industries. In addition, it manages the State Fair,
whose audit isdiscussed in asegparate report. The Department of Agricultureincludesthe
following divisons

» Commissionear's Office and Administrative Services
Agriculturd Services Divison

Agriculturd Markets Divison

Brand Board

Special Purpose

Colorado State Fair

Soil Conservation Board

The Department of Agriculture was appropriated $30 million and 294 full-time equivaent
deff (FTE) for Fiscal Y ear 2001. Approximeately 34 percent of thefunding isfrom generd
funds, 63 percent is from cash funds, and 3 percent is from federa funds.

Department of Agriculture
Fiscal Year 2001 Appropriations

by Division
(In Millions)
Brand Board Agricultural
$3.0 Services
Other $10.8
$3.4

Commissioner's
Office
$4.8

Colorado State
Fair
$8.0

Sour ce: Joint Budget Committee Fiscal Y ear 2002 Appropriations Report.
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Ensure Review of Payroll |nformation

In Fisca Year 2000 we recommended that the Department improve its review of
employee personnd files and verify that withholding documentation is accurate and
complete. The Department said it would require withholding information to be completed
properly and to follow up on uncompleted forms. However, we found thet this has not
been done.

During our Fiscd Year 2001 audit, we reviewed asample of 25 personnel filesand found
the following continuing problems with incomplete or missing information.

* Threeinganceswherethe marital statusand/or the number of persond alowances
to be taken on the W-4 (tax withholding) form did not agree with the information
on the Colorado Payroll Personne System. In two ingtances too much tax was
being withheld and in another instance not enough tax was being withheld.

* Three W-4swere not properly completed. The maritd status and/or the number
of alowances were not completed for these three W-4s. However, the
Depatment entered tax withholding information into the Colorado Payroll
Personnel System for these W-4s.

These W-4s were completed prior to Caendar Year 1999. The Department is not
adequately reviewing information contained in employee personnd files. This could
adversdy affect employeesand/or the Department. If taxesarewithheld at adifferent rate
than indicated on the W-4, the employee may be paid the incorrect amount and may
unexpectedly owe taxes.

Recommendation No. 1:

The Department of Agriculture should complete areview of employee personnd filesand
reconfirm that withholding documentation is accurate and complete.

Department of Agriculture Response:
Agree. The Department of Agriculture Payroll office sent new W-4 forms to

every employee to be properly updated, completed, and returned to the payrall
office. New W-4 information was reviewed and entered into the Payroll
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Personnel System. New W-4s were filed into each employegs personnd file in
the Human Resources office.

Implemented December 2001.
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Department of Corrections

| ntroduction

The Department of Corrections manages the State's adult correctiond facilities and the
adult parole system. The Department al so operates the Prison Canteensand the Division
of Correctiond Industries. The Canteens provide various persond itemsfor purchase by
inmates, including toiletries, snack foods, and phone services. Correctiona Industries
operates furniture manufacturing facilities, computer manufacturing facilities, a lesther
products shop, a meta fabrication shop, a print shop, various farming and ranching
fadlities, Colorado Stateforms production and distribution facilities, an automotive service
dation, and the State' s license plate manufacturing facility. It aso manages the State's

surplus property.

The Department’s Fisca Y ear 2001 operating budget was approximately $482 million
with 5,120 full-time equivdent gaff (FTE). Adminigrative officesfor the Department are
located in Cafion City and Colorado Springs. Correctiona facilitiesarelocated throughout
the State and include Buena Vigta, Cafion City, Denver, Pueblo, Limon, Ordway, Delta,
Rifle, Golden, and Sterling.

The following comment was prepared by the public accounting firm of BKD, LLP, who
performed audit work at the Department of Corrections.

| mprove Communication of Employee
Status Changes Between Department
Supervisors and the Payroll Department

During Fiscal Y ear 2001 the Department issued 66,208 paychecks for atota payroll of
$239,087,980. As pat of that total, 225 manua checks were issued in the amount of
$343,147. Because of its large number of employees and associated payroll, the
Department's payroll process is highly automated. Therefore, the communication of
employee satus changes from decentralized department supervisorsisacritica factor in
the centrdized Payroll Department's ability to operate efficiently and effectively.
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Depatment policy dates that the department supervisors must notify the Payroll
Depatment of employee status changes, such as a leave of absence, termination, or
reingdatement, in a timely manner. The policy dlows the Payroll Department to make
changes to the employe€'s payroll records in the automated system to ensure that the
employee is properly paid or not paid. If the Payroll Department is not notified of an
employee atus change, the employee could incorrectly receive apaycheck or the Payroll
Department may have to issue the employee a manua check.

During our review of the Department's payroll procedures, we tested 28 individua
paychecks, of which 3 were manual checks. For one paycheck selected for testing, we
noted that the employee voluntarily terminated employment in November 2000, but the
Payroll Department was not notified of the status change until December 2000. As a
result, the employee wasissued a manua check for $3,273 in December. Theemployee
subsequently returned the amount to the Department in March 2001.

The Department aso prepares amonthly employee paycheck variance andyss as part of
itsinternd controlsrelated to payroll. The purpose of the analyssisto investigate changes
inemployee paycheck amounts from one month to the next and to detail the amount of the
change and the reason for the variance. Use of the analysis alows the Department to
identify errors in payroll processng and to test the reasonableness of monthly payroll

expense.

As pat of our testing, we sdlected 39 variances from February to March 2001 and
reviewed the explanation of the variance for reasonableness. For one variance selected
for testing, we noted the employee returned from medica leave in early March 2001, but
the Payroll Department was not notified of the status change until after the March 2001
automated payroll was processed late in the month. Asaresult, theemployeewasissued
amanud check for the amount of $3,947.

Recommendation No. 2

The Department of Correctionsshould review itspolicy onthecommunication of employee
gtatus changeswith department supervisorsto ensure that the communication iscompleted
in atimey manner.

Department of Corrections Response:

Agree. The Department of Corrections has an Adminigrative Regulaion (AR
1450-08) that provides the policy that Appointing Authoritiesand individuasare



Report of The Colorado State Auditor 33

to comply with for processng voluntary and involuntary terminaions from
employment. The supervisor and Appointing Authority are required to complete
aform for voluntary resgnations and submit it to the Personnel Office. Inthecase
of adismiss, the Appointing Authority istoimmediately notify Human Resources
and Payroll prior to taking action.

Employees that return to work from illness or injury are to be reported by their
supervisor or Appointing Authority to the Human Resources Office or Personnel
Liason. The Depatment provides training to supervisors and Appointing
Authorities regarding Personnd rules and policies. The Department will increase
its training effort with supervisors and Appointing Authorities regarding the
importance of communicating status changes with the Payroll and Human
Resources Offices.
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Department of Health Care Policy
and Financing

| ntr oduction

The Department of Health Care Policy and Financing (HCPF) is the state agency
responsible for developing financing plans and policy for publicly funded hedth care
programs. Theprincipa programsadministered by HCPF includethe Medicaid program,
which provides health services to eigible needy persons, and the Children’ sBasic Hedlth
Plan(CBHP), which furnishes subsidized hedthinsurancefor children 18 yearsor younger
in low-income familiesnot eigiblefor Medicaid. The Medicaid grant isthe largest federd
program administered by the State and is funded gpproximately equdly by federd funds
and gate generd funds. CBHPwasimplemented in Fisca Year 1998, and it servesasthe
State' s verson of the federal Children’s Hedlth Insurance Program. CBHP is funded by
approximately two-thirds federd funds and one-third state funds. 1t is marketed as Child
Hedth Plan Plus, or CHP+. During Fiscal Year 2001 the Department expended in total
about $2.3 hillion and had 172 full-time equivdent (FTE) staff. In Fiscd Year 2000,
HCPF expended $2.09 hillion and had 162 FTE.

The public accounting firm of BKD, LLP, performed the audit work at HCPF as of and
for the fisca year ending June 30, 2001. During its audit, BKD reviewed and tested
HCPF sinterna controlsover financid reporting and federd programs. Alsoincluded was
testing of the compliance with certain state and federa laws and regulations asrequired by
generdly accepted auditing standards, Governmental Auditing Standards, and U.S. Office
of Management and Budget (OMB) Circular A-133.

Reconcile Accounts Receivable

Currently, under the Medicaid program, the Department expends in excess of $1 hillion
each in sate generd funds and in federa funds every year. Each time the Department
records aqudifying expenditurefor Medicaid, the State' saccounting system automatically
records a receivable from the federal government for the appropriate share of federa
meatching funds. In addition, a the end of each fisca year, the Department records an
esimate for Medicaid expendituresincurred but not submitted for payment prior to year-
end. Each dtate agency is responsble for establishing adequate controlsto ensurethat all
account balances reported on the State' s financid system are accurate and complete. In
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terms of accounts receivable balances, agencies are responsible for ensuring that all
receivables are valid and reflect actual amounts owed to and collectible by the State.
Further, agencies must ensure that amounts owed to the State are collected in atimely
manner, and they must monitor year-end accruas to ensure appropriate adjustments are
made for accruals that are over- or underestimated.

In Fisca Year 1996 our audit report included a recommendation to the Department that
the management of accounts receivable needed to be improved. Specificaly, HCPF
needed to complete timely reconciliations of these accounts and automate aspects of the
reconciliation process. Subsequent audit reports noted that the Department had made
some improvementsin managing accounts receivable; however, this recommendation was
not assessed asfully implemented because HCPF had not established timely and complete
reconciliation procedures for its largest receivable—the federd receivable under the
Medicaid program.

In Fiscal Year 2001 we found that the Department had established adequate procedures
to reconcile the federal receivable account for Fiscal Y ears 1999, 2000, and 2001. Inthe
process of performing these reconciliations, the Department concluded that there was
approximately $15.9 million till on the State’' s financid records as part of the federa
receivable under Medicaid that had been recorded prior to Fisca Year 1999 but which
had not been collected. Additiondly, dthough HCPF aff performed analysis of
accounting recordsfrom prior years, they were unableto identify the entries—either actua
expenditures, year-end accruals based on estimates, or some combination—that created
the various amounts giving rise to the $15.9 million. In any case, al amounts comprisng
the $15.9 million are in excess of two yearsold. Therefore, they are not collectible from
the federal government, because they exceed the two-year limit under federd Medicaid
regulations for submitting expenditures and receiving federd matching funds. Asaresult,
the State was required under generdly accepted accounting principles to write off the
$15.9 million overstatement in accounts receivable on the Fisca Year 2001 financid
satements.

The occurrence of such asubgtantia write-off for an amount previoudy reported asavdid
receivable isareflection of the Department’ slack of adequate controlsin prior years. This
instance aso underscores the critical importance of establishing systematic controls over
receivables, including regular monitoring and periodic, routinereconciliation of dl accounts
receivable baances. Thisisespecidly important for theMedicaid program dueto thelarge
volume of expenditures.
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Recommendation No. 3:

The Department of Hedlth Care Policy and Financing should ensureal accountsreceivable
balances are routinely reconciled on a periodic basis to expenditures and collections by
grant period and by individud grant. Further, the Department should review its practices
for determining the validity of federa accounts recelvable, and dl federd receivables not
subsequently collected should be resolved within one year.

Department of Health Care Policy and Financing
Response:

Agree. As noted by the auditors, the Department has aready designed and
implemented adequate accounting procedures to ensure the full recondiliation of
dl accounts receivable baances and is ensuring the validity of the baances
recorded on atimely basis. It is through these procedures that the Department
discovered the$15.9 million error. The Department conducted extensiveresearch
to determine the cause. While the actua cause was never determined, the
Department was able to prove that the balance was recorded in error and did not
represent a true recaivable from the federa government. In addition, the
Department isfully satisfied that the error isat least three yearsold and that it likely
predates the formation of the Department in July of 1994. The Department
believes that the most likely cause of the error is accounting practices that
overdated federd receivables during a time when the federd match rate for the
Medicad programwasdeclining eachfedera fisca year, which beginson October
1 of each cdendar year. The Department has requested that the State
Controller’ s Office adjust the Stat€' s beginning fund balance in State Fisca Y ear
2001 to correct this accounting error.

Auditor's Addendum:

With regard to the Department’ s statement that the $15.9 million was recorded
in error and did not represent a true receivable, it is equally likely that the
amount was originally a valid receivable and was not collected in a timely
manner. Because the Department was unable to identify the specific grant
period(s) and entries related to the $15.9 million, we are unable to determine
whether thisis simply a bookkeeping error or afailureto collect monies owed to
the State.
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Medicaid Funds Expended for
Department of Human Services Programs

In January 2001 the Joint Budget Committee (JBC) reviewed a supplementa budget
request from the Department of Human Services to address Medicaid overexpenditures
totaling approximately $10.6 million in Fiscd Years 2000 and 1999. In the course of
reviewing the request, the BBC became concerned about the management and control of
Medicad fundsthat are used for Department of Human Services programs.  This audit
reviewsthe overexpenditure and the control sthat the Departments of Human Servicesand
Hedth Care Policy and Financing have established to ensure that expenditures are
recorded and reported accurately.

The Department of Human Services (DHS) provides medical and mentd hedth services
to Medicad-digibleindividuds. Someof theservicesprovided andindividualsserved are,
among others:

* Mentd hedth sarvices for the mentdly ill.

* Medicd and hedth-related services for developmentdly disabled individuas.

e Medical and menta hedth services for needy children who are served through
Child Placement Agencies.

The Department of Human Services manages the mental health and medica services
prograns above. The Depatment of Hedth Care Policy and Financing (HCPF)
adminigters the Medicaid program in Colorado. For Human Services programs, the
Department of Health Care Policy and Financing makes Medicaid paymentsto providers
directly, as reimbursement to Human Services for Medicaid-digible expenditures, and as
a pass-through of Medicaid funds through DHS to Colorado counties.

During Fiscd Y ear 2001 the Office of the State Auditor conducted a financid review of
an overexpenditure of Medicaid funds at Human Services. The comments below were
contained in theDepartment of Human Services, Over expenditure of Medicaid Funds
Financial Review, Report No. 1400, dated May 2001. The financia review contains
comments directed at the Departments of Hedth Care Policy and Financing and Human
Services, most of the comments are joint recommendations. The Department of Hedlth
Care Policy and Financing is the state agency that administers the Medicaid program.
Therefore, for the purpose of thisreport, dl Sx commentsarelisted collectively withinthis
chapter located on the next ten pages.
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Responsibilities Need to Be Clarified

During our review it became gpparent that thereislittle accountability for expenditures of
Medicad funds related to mental hedth services and headth-related services for, among
others, developmentdly disabled individuas and childrenin foster homes. Wefound little
evidence that accounts had been reviewed, amounts reconciled, and expenditure trends
evauated. For example:

C Because Department of Human Servicesstaff did not adequately review Medicaid
expenditures, saff did not determine until November 2000 that over $3 million of
Fisca Year 1999 Medicaid activity was coded againgt the Fisca Year 2000
appropriation.  This contributed to the $10.6 million overexpenditure. The
Departments, therefore, did not adhere to State Fiscal Rules requiring them to
identify the overexpenditure timely and notify the State Controller’ s Office of the
overexpenditure.

C Hedth Care Pdlicy and Financing staff do not routingly review activity posted to
their Medicaid transfer appropriation. Staff indicate they are only recording
expenditures resulting from Human Services program activity, so they do not have
the knowledge to determine if transactions posted to the appropriation are

appropriate.

Currently the Department of Hedlth Care Policy and Financing paysthebills, ensuring that
expendituresare proper and eigiblefor federa Medicad reimbursement. The Department
of Human Services seesitsrole asadminigtering various Medicaid-funded programs, such
as menta hedlth capitation and services for developmentdly disabled individuas. It is
evident that naither Department has assumed respongbility for managing and controlling
costs for Medicaid-funded programs. Neither Department has reviewed expenditure
trends or analyzed data to identify coding problems or possible overexpenditures. The
$10.6 million overexpenditure resulted in part from this lack of accountability.

Lack of accountability is of grest concern. The State spent over $466 million in generd,
federa Medicaid, and cash fundson these programsin Fiscal Y ear 2000. The State needs
accurate information on expenditures in order to forecast budgets, develop rates, and
control cogts. Also, statutes clearly state that agencies are not to expend funds without
legd authorization and outline specific Sepsto be taken to obtain gpproval from the State
Controller and Governor for such expenditures. We believe that the Departments must
work together to ensurethat expendituresfor Human Services M edicaid-funded programs
areappropriately managed and that thetwo Departmentsarein compliancewith budgetary
and datutory requirements.
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Recommendation No. 4:

The Department of Human Services and the Department of Hedth Care Policy and
Financing should work together to assign responsibilities for overdl cost control over
Medicad funding for Department of Human Services programs.

Department of Human Services Response:

Agree. The Colorado Department of Human Services recognizes and concurs
with the need for increased accountability over Medicaid funding for programs
administered by the Department. On April 24, 2001, the two Departments met
to begin the process of asdgning duties and responghbilities to achieve
accountability. We anticipate an implementation date of December 31, 2001.

Department of Health Care Policy and Financing
Response:

Agree. The Department of Hedlth Care Policy and Financing isfirmly committed
to working with the Department of Human Services to ensure that al
respongbilities for Medicaid-funded programs are clearly and completely
delineated between the two departments. On February 1, 2001, in an email from
the Department of Health Care Policy and Financing' s Acting Executive Director,
the Department of Health Care Policy and Financing asserted itsintention to build
quarterly reconciliation and monitoring protocol s, and to build and implement fiscal
closeout procedures. Thenew Long Bill format for Fiscd Y ear 2002 should assist
usinthiseffort. We plan to have an implementation date of December 31, 2001.

Recommendation No. 5:

The Department of Human Services and the Department of Hedth Care Policy and
Fnancing should follow State Fisca Rules and statutes concerning expenditures by
operating within their fixed budgetswhen possible, and identifying and requesting approva
for al unavoidable overexpendituresin atimely manner.
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Department of Human Services Response:

Agree. DHSwill follow State Fiscal Rules and statutes concerning expenditures
by operating within fixed budgets, when possible, considering the nature of the
entittement program, and requesting approva for unavoidable overexpenditures
in atimey manner. This process will occur in tandem with the Department of
Hedth Cae Policy and Financing's andyds of information relevant to
expenditures, projections, and budget supplemental requests. This
recommendation will be implemented for the close of State Fiscal Year 2001 at
June 30, 2001, by August 6, 2001.

Department of Health Care Policy and Financing
Response:

Agree. The Department of Hedth Care Policy and Financing will ensure that it
complies with State Fiscal Rules and report any overexpenditure to the State
Controller in atimely manner. This recommendation will be implemented for the
close of State Fiscal Year 2001 at June 30, 2001, by August 6, 2001.

Coordination and Communication Need to
Be Improved

We found that there is a lack of coordination and communication between the two
Departmentswith respect to the management of Medicaid fundsfor Department of Human
Services programs.  Specificdly, staff are not coordinating efforts or communicating
essentid information rel ated to expenditures charged to the gppropriation to ensure that the
Medicaid expenditures are appropriate. Asaresult, problemsexist. Two examples are
summarized below:

Mental Health Capitation Fee-for-Service Costs

The Department of Health Care Policy and Financing staff did not consistently record
expendituresfor menta hedlth services provided on afee-for-servicebass. Wefound that
gaff charged about $2.6 million in estimated fee-for-service expendituresto the Medicaid
capitation organizationa code within the Medicaid transfer gppropriation in July 2000.
However, Fisca Y ear 1999 fee-for-service expenditureswere charged to the Department
of Hedlth Care Policy and Financing and were never transferred to Human Services. In
addition, the Fisca Year 2000 fee-for-service expenditures were charged to Human
Sarvicesin one lump sum a the end of the fiscd year. The Department of Hedlth Care
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Policy and Financing staff indicated that they were unable to determine the amount of the
coststhat should betransferred to Human Servicesfor Fiscd Y ear 1999 dueto the change
in Medicaid fiscal agents and the implementation of the new Medicad Management
Information System (MMIS) in December 1998. We also noted that because of atota
breakdown in communication between and within the departments, Human Services
program and accounting staff were not notified of the Fiscal Year 2000 fee-for-service
charge. Human Services staff indicated that they did not budget for these costs because
Hedth Care Policy and Financing staff had not charged the costs to the appropriation in
the past. In part as a result of these cogts, the mental health capitation portion of the
appropriation was overexpended.

Accounts Payable Accrual

OncetheFiscd Y ear 1999 accounts payable accrua for the Medicaid cash exempt funds
was exhausted, Hedth Care Policy and Financing staff changed the interface between the
Medicaid Management Information System (MMIS) and COFRS (the State’ saccounting
system) to shift $3.2 million of remaining Fiscal Y ear 1999 expenditurestothe Fiscal Y ear
2000 gppropriation. Hedth Care Policy and Financing staff did not differentiate these
expenditures in COFRS from other Fiscal Y ear 2000 expenditures so that they could be
properly reclassified as prior year activity.

Properly differentiating expenditures is important for both budgeting and rate-setting
purposes.  Erroneous baseline data will result in forecasting errors and may result in
subsequent year overexpenditures. Asnoted, the$3.2 million of Fiscal Y ear 1999 activity
coded to Fiscal Y ear 2000 resulted in aFiscal Year 2000 overexpenditure. In addition,
generaly accepted accounting principles require expenditures to be coded to the year in
which they were incurred. We noted that, again, due to a breakdown in communication
between and within the departments, Human Services program and accounting staff were
not notified of the switch to add prior year expenditures to the Fisca Year 2000
appropriation.

Hedth Care Policy and Financing staff indicated that, beginningin Fisca Y ear 2001, they
have implemented account coding changes so prior year activity charged to the current
year gppropriation is differentiated from current year activity. However, staff from both
Departments indicate that they have not established policies for charging cods to the
Medicaid transfer gppropriation or agreed on procedures to be followed when accounts
payable accruas are exhausted and prior year activity remains. The two Departments
need to work together to establish protocols such as indtituting quarterly transfers of
expenditures and documenting policies and procedures for charging expenditures so that
problems can be avoided in the future.
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Recommendation No. 6:

The Department of Human Services and the Department of Hedth Care Policy and
Financing should work together to improve coordination and communication relating to
expendituresfor Department of Human Services M edicaid-funded programsto ensurethat
expenditures are gppropriately and consstently charged and that expenditures are
transferred timely. This should include establishing and documenting policies and
procedures for charging Medicaid expenditures for Department of Human Services
programs.

Department of Human Services Response:

Agree. 1t is recognized that development and documentation of policies and
procedures for charging Medicad expenditures for Department of Human
Services programs will assist in the coordination and communicetion relating to
expenditures for Medicaid-funded programs within DHS. DHS will cooperate
with DHCPF to ensure formal  communication occurs regularly, timely, and
accurately to the gppropriate Department personnd. DHS will initiate this
recommendation in Fisca Year 2002, with outlines available by December 31,
2001.

Department of Health Care Policy and Financing
Response:

Agree. Wewill fully cooperate with DHS staff to ensure thet al expenditures are
properly charged in a manner that dlows them to monitor the cost of ther
programs. We have dways informaly notified Human Services s&ff of the datus
of their payable accounts, wewill ensurethat al interaction isformal and inwriting
in the future. We will aso work with DHS saff to ensure they have the tools that
they need to perform detalled monitoring of expenditures and activity.
Implementation of this recommendation is scheduled for December 31, 2001.
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Comprehensive Reconciliation and Review
Procedures Are Needed

We found that neither the Department of Human Services nor the Department of Hedlth
Care Policy and Financing is performing critica reconciliations. For example, we found
that Human Services Hedlth and Rehabiilitation staff do not reconcile dl amounts charged
to the Hedth Care Policy and Financing capitation organizational code to supporting
documentationto determine that expenditures are gppropriate or to anticipate and identify
overexpenditures. While Hedlth and Rehabilitation staff reconcile Medicaid Management
Information System (MMIS) and COFRS information for Mental Health Assessment and
Service Agency (MHASA) payments on amonthly basis, no one reconciles other activity
posted to the capitation organizationa code to supporting documentation. We aso found
that mental hedlth inditute saff did not anadyze about $250,000 of the overexpenditure
attributed to their program.

Thislack of review isproblematic in part because errors may not be detected or detected
timdy. Wefound severa coding errorsthat were not detected timely by staff within either

department. Specificaly:

C Nearly $116,000 in provider payments were erroneoudly charged to the mentd
hedlth ingtitute organizationa code by the Department of Health Care Policy and
Financingin Fiscd Y ear 2000. About $30,000 of the payments was attributed to
Fiscal Y ear 1999 activity. Department of Human Servicesstaff did not identify the
error until January 2001 when they were andyzing the overexpenditure. No entry
was madeto reclassify the expendituresto the proper organizational code because
neither department reviewed the provider payments to determine where they
should have been charged.

C Hedth Care Policy and Financing staff erroneoudy charged al menta hedth
inditute Medicaid activity to anontransfer gppropriation during thefirst sx months
of Fiscd Year 2000. They did not identify the error and correct the problem until
January 2000. Human Services staff did not redize this error had occurred until
they were reviewing Fisca Y ear 2000 activity in January 2001.

C The $2.6 million in estimated fee-for-service costs charged to the transfer
appropriation for Fiscal Year 2000 was $690,000, or 36 percent, higher than
actual fee-for-service codts, duein part to aHea th Care Policy and Financing staff
compilationerror. Staff determined only after receiving aninquiry from DHS staff
in January 2001 that an error existed in the methodology used for the caculation.
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We dso found that Human Services g&ff did not determine until theend of Caendar Y ear
2000 that they did not make appropriate expenditure and accounts payable estimates at
the end of Fiscal Y ear 1999 for al Medicaid-funded programs, or provide theinformation
to Hedth Care Policy and Financing staff. Prior to Fiscal Y ear 2001, Hedlth Care Policy
and Financing staff coded al Human Services Medicaid expenditures to one accounts
payable account. As aresult, Medicaid payments made in Fisca Year 2000 for Fiscd
Year 1999 activity for some Human Services programs were coded against accounts
payable accruds established for other programs. This caused some programs to appear
to be overexpended for Fisca Y ear 2000 when they may not have been.

When analyzing information related to the overexpenditure, Human Services staff dso
found additiona errors within the following program areas that had not been identified
previoudy:

Child Welfare/Child Placement Agencies

The $2.5 million overexpenditure attributed to Child Welfare/Child Placement Agencies
was due to two Human Services staff errors concerning the Child Placement Agency
transfer program. Although this program is intended to have no Generd Fund impact,
sinceit only involves atransfer of generd funds, the two errors resultedin a$1.26 million
Genera Fund overexpenditure for the program.

County Administration

Thefederd portion of the County Administration shareof theappropriation wasoverstated
by $994,360 dueto abooking error made by Health Care Policy and Financing staff. The
error occurred when staff were booking General Fund transfers from Human Servicesto
Hedlth Care Policy and Financing at the end of the fiscd year, as authorized by statute.
Due to an offsetting $17,393 County Adminigtration overexpenditure, the net
underexpenditure equaled $976,967.

Children, Youth, and Families

The $101,000 overexpenditure of the Children, Youth, and Families portion of the
appropriationwasdueto House Bill 99-1116 expendituresthat were erroneoudy charged
to the Medicaid transfer gppropriation. This bill established aprogram to provide menta
hedlth servicesfor children who are not categoricaly igiblefor Medicaid. Prior to Fiscd
Year 2002 no amount was included in the Medicaid transfer appropriation for this

program.
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The Departments Need to Monitor Expenditures
and Establish Procedures Over Medicaid
Appropriations

Thelack of review over Medicaid expendituresfor Human Services programsistroubling
for severa reasons. First, Medicaid expenditure errors have serious budget implications
for the State due to TABOR limits because Medicaid has a great impact on the demand
for generd funds. Specificaly, the Medicaid program requires a50 percent General Fund
meatch.

In addition, the State lacks accurate information for rate-setting in the mental hedlth
managed care program. Since the Department of Human Services does not have a
comprehensve review process over the expenditures charged to the mental health
capitation system, it cannot be sure that rates are appropriate.

Fndly, Department of Human Servicesstaff lack necessary informationto determinewhich
programs are overexpending their portion of the gppropriation. Thisisimportant because
while some of the programs are entitlement programs and, therefore, may under- or
overexpend their appropriation, other programs are expected to fully operate within their
budgets.

Itis, therefore, essentid for both Departmentsto implement stronger controls. Thisshould
include establishing ongoing, comprehensive reconciliation processes between the two
Departments and within the Department of Human Services programs. This will assst
department staff with identifying errors and potential overexpenditures. Department of
Human Services gaff should dso implement an andytica review process over Medicaid
cash exempt expenditures so that they can identify areas where costs may be contained.
Fndly, Human Services staff must dso ensure that, in future years, they appropriately
esimate and accrue accounts payable as required by State Fiscal Rules and generaly
accepted accounting principles.

By making these improvements, the Departments can help ensure that Medicad
expendituresfor Human Servicesprogramsare gppropriate, Human Serviceshasaccurate
information for budgetary and planning purposes, and the State’s financia statements
appropriatdly reflect the amount and nature of financia transactions and baances.
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Recommendation No. 7:

The Department of Human Services and the Department of Hedth Care Policy and
Fnancing should inditute a forma, quarterly process for reviewing and reconciling
Medicad expenditures for Department of Human Services programs recorded at the
Depatment of Hedlth Care Policy and Financing. This reconciliation should be
documented and approved by the Departments' controllers.

Department of Human Services Response:

Agree. DHS will inditute a quarterly reconciliation process that will be
documented and approved by the Departments’ controllers. Implementation of this
recommendation is scheduled for close of period 6 of State Fiscal Y ear 2002 at
December 31, 2001, and the reconciliation processwill be completed by January
31, 2002.

Department of Health Care Policy and Financing
Response:

Agree. The Department of Hedlth Care Policy and Financing isfirmly committed
to working with the Department of Human Servicesto ensurethat formd quarterly
review and reconciliation of DHS Medicaid expenditures occurs and is properly
gpproved. Implementation of this recommendation is scheduled for close of
period 6 of State Fiscal Y ear 2002 at December 31, 2001, and the reconciliation
process will be completed by January 31, 2002.

Recommendation No. 8:
The Department of Human Services should improveits management of Medicaid fundsby:
a. Egablishing monthly reconciliation processes to be followed by management and
gaff within Medicaid-funded programs and communicating problems timely to
Department of Hedlth Care Policy and Financing staff.

b. Implementing an andytica review process over Medicaid activity so that possible
areas for cost containment are identified.



State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

Department of Human Services Response:

Agree. Thereconciliation and review processwill occur on amonthly basis. The
processes for accomplishing this task are anticipated to begin during Fiscd Year
2002 and to be established on aregular basis second quarter Fiscal Year 2002
close. The reconciliation process will include andyticd review, which will assst
inthemitigation of unforeseen overexpenditure. Implementation date: January 31,
2002.

Recommendation No. 9:

The Department of Human Servicesshould follow generally accepted accounting principles
related to accounts payable by:

a. Cdculating appropriate year-end estimates for remaining Medicaid-funded
program activity for al department programs and communicating thisinformation
to the Department of Hedlth Care Policy and Financing.

b. Reviewing expenditures charged to accounts payable after year-end to determine
that expenditures are charged to the appropriate fisca year.

Department of Human Services Response:

Agree. The 1999 fisca year-end accounts payable accrua did not contain an
esimate for the Mental Health Capitation program. DHS will implement internd
controls to ensure that accounts payabl e are properly recorded and accounted for
in accordance with generaly accepted accounting principles. Anaytica review
will determine the point in time that additiond spending authority may be
necessary. Implementation date: August 6, 2001.
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Department of Higher Education

| ntroduction

The Department of Higher Education was established under Section 24-1-114, C.R.S,,
and includesdl public higher educationinditutionsinthe Sate. 1t dsoincludesthe Auraria
Higher Education Center, the Colorado Commission on Higher Education, the Colorado
Council ontheArts, the Colorado Student L oan Division, the Colorado Student Obligation
Bond Authority, the Colorado Historical Society, and the Division of Private Occupationd
Schools.

State public inditutions of higher education are governed by six different boards. The
governing boards and the schools they oversee are:

Board of Regents of the University of Colorado
University of Colorado at Boulder

Univergity of Colorado at Colorado Springs
University of Colorado a Denver

Hedlth Sciences Center

State Board of Agriculture- Colorado State University System
Colorado State University

Fort Lewis College

University of Southern Colorado

Trustees of the State Colleges of Colorado
Adams State College

Mesa State College

Metropolitan State College of Denver

Western State College

Western Colorado Graduate Center

State Board for Community Colleges and Occupational Education
(SBCCOE)
14 Community Colleges
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* Trusteesof the Universty of Northern Colorado
Univergity of Northern Colorado

e Trusteesof the Colorado School of Mines
Colorado School of Mines

Colorado Historical Society

The Colorado Higtorical Society, founded in 1879, has statutory designation as an
educationd indtitution of the State. It has exclusive control over the State's historical
monuments and in this capacity has the duty to survey suitable sites and structures for
higtorical designation by the State. The Society is charged with adminigration of a Sate
register of historic properties.

The Colorado Historica Society was appropriated $23.3 million and 106.1 full-time
equivdent gaff (FTE) for Fisca Year 2001. Approximately 76 percent of the funding is
from Gaming revenue.

Colorado Historical Society
Fiscal Year 2001 Funding Sour ces

(In Millions)
Museum Cash
General Funds Funds Federal Grants
$2.8 $1.8 $6
Private Gifts &
Grants
$3

Sour ce: Joint Budget Committee Fiscal Y ear 2002 Appropriations Report.
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| mprove Controls Over Cash Receipts

In Fisca Year 2000 we recommended that the Colorado Historical Society require al
museums to submit cash register tapes with revenue remittances to the Administrative
Services Section. This provides anindependent verification that the cash remitted agrees
to the saesreported on the cash register tapes. The Colorado Historical Society updated
its policies, but we continue to find problems.

During our Fiscd Year 2001 audit, we reviewed a sample of 22 deposits totaling about
$15,000. Wefound sx deposts totaling about $2,300 in which a museum, the Byers-
Evans House, did not submit acash register tape with itsrevenue remittance. Assuch, the
Society cannot ensure that al remittances were submitted for deposit. The cash register
tape would aso provide support for types of sales, voids, and over- or underages that
could assigt the Society in evaluating the activities a the Byers-Evans House,

Recommendation No. 10:

The Colorado Hisgtorica Society should ensure the Byers-Evans House submits cash
register tgpes with al revenue remittances.

Colorado Historical Society Response:

Agree. The Byers-Evans House cash transmittal's had been submitted in the past
without cash register tapes. The need for cash register tapes with each cash
transmittal was communicated to the director of the house, but apparently did not
reach dl gaff. This has since been corrected, and al cash tranamittals from the
house since December 31, 2001 include cash register tapes.
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| ntroduction

The Department of Human Services is solely responsible, by statute, for
administering, managing, and overseeing thedelivery of the State’ spublic assistance
and welfare programsthroughout the State. M ost of these programsare administered
through local county or district departments of social services. The Department also
manages programsintheareasof mental health, rehabilitation, youth corrections, and
developmental disabilities. In Fisca Year 2001 the Department expended
approximately $1.8 hillion and had 4,682.8 full-time equivalents (FTE). The
following charts show the operating budget by funding source and the
divisions/offices with the largest FTE, respectively, for Fiscal Y ear 2001.:

Department of Human Services
Fiscal Year 2001 Operating Budget by Funding Source (In Millions)

Cash Funds $84.3

General Funds $496.5

Cash Funds Exempt $666.4—\ = /[~Ass5%%%

Sour ce: Joint Budget Committee Fiscal Y ear 2001 Appropriations Report.
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Department of Human Services
Divisions With the Largest Number of Full-Time Equivalents (FTE)

Health and Rehabilitation Services 339.3

Office of Operations 526.0
A Information Technology 179.2

Direct Services 2185.0

Division of Youth Corrections 892.6

Office of Self-Sufficiency 265.9

Sour ce: Joint Budget Committee Fiscal Y ear 2001 A ppropriations Report.

We reviewed and tested the Department’s internal accounting and administrative
controls and evaluated its compliance with state and federal rules and regulations.
Generaly, we found that the Department has adequate administrative and interna
controls to oversee its operations and meet state and federal requirements. We
identified ten areas where improvements could assist the Department in effectively
managing its responsibilities—three related to financial statement issues and seven
related to federal awards.

Adhereto Legally Established Spending
Limits

The Office of Operations within the Department of Human Servicesis responsible
for providing centralized departmental functionsincluding accounting, contracting,
purchasing, and facility management. In Fiscal Y ear 2001 the Office of Operations
was appropriated approximately $23 million for payment of salaries and wages for
the 526 FTE within the Office.

At the end of each fiscal year the Office's Division of Accounting estimates and
records accounts payable for current year expenditures that will be paid in the
following fiscal year. All departmental expenditures, including estimates for
expenditures yet to be paid, are charged against specific appropriation codes.
Appropriation codes are set up inthe State'saccounting system to track each agency's
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utilization of its legally established spending authority under the State's annual
appropriation law.

When actual payments for the accrued amounts are made in the subsequent fiscal
year, the payments are charged against the appropriate accounts payable. After all
payments related to the accrual have been made, any excess amount in accounts
payable must be reversed by crediting the revenue source used to establish the

payable.

Accounts Payable Accrual Was Used for Unrelated
Payments

During our audit we found that in Fiscal Year 2001 the Division of Accounting
charged $77,562 in persona services payments for that year against an unspent
accounts payable established at the end of Fisca Year 2000 for a different
appropriation code and purpose. The personal services payments were for payouts
of sick and annual |eave to staff retiring from the State in Fiscal Y ear 2001. Under
state regulations, the Department should have charged the payouts to the personal
services appropriation and reversed the unused accounts payable.

The Department’s use of an unrelated accounts payable accrual to fund personal
services expenditures is a serious concern. This type of transaction circumvents
control s established by the appropriations process over agencies spending authority
and, in some instances, can be used to hide overexpenditures.

Inthisparticular case, if the Department had charged the personal services payments
to the correct appropriation code, the Department states it would then have reduced
itsaccrual at theend of Fiscal Y ear 2001 for anticipated Fiscal Y ear 2002 retirement
payments by $77,562 in order to avoid an overexpenditure. Under an accounting
directive issued by the Office of the State Controller, the Department is allowed to
charge Fiscal Year 2002 retirement payoutsto its Fiscal Y ear 2001 appropriation if
employeeshavegiven formal notice during the current year that they will retireinthe
subsequent year. If the Department had decreased this accrual at the end of Fiscal
Year 2001, it would have shifted $77,562 in payouts to the personal services
appropriation for Fiscal Y ear 2002. Thus, the Department does not believeit would
have overspent its Fiscal Year 2001 appropriation, had it recorded the payment
correctly.

We agreethat the Department could haverecorded the $77,562 payouts correctly and
still avoided an overexpenditure. However, by recording this payout expenditure
against an unrelated and unused accounts payable, the Department, in effect,
increased its appropriation for personal services in Fiscal Year 2001 by $77,562.



56

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

This was done by charging the $77,562 in retirement payouts to the unrelated
appropriation and overstating those expenditures for Fiscal Year 2000. Personal
services expenditures for Fiscal Year 2001 are understated by the same amount.

Effective Fiscal Year 2002, under new accounting standards, state agencies will be
required to record al retirement payouts in the year in which the individua’s
retirement occurs, as opposed to the year in which notice of retirement was received.
Thiswill require additional fiscal discipline by all state agencies. The Department
should take additional steps to ensure that funds are spent in accordance with
appropriations created by law. This should include reviewing entries made to the
State' sfinancia system on aregular basisfor unusual activity, especialy at the end
of the fiscal year.

Recommendation No. 11;

The Department of Human Services should follow state regulations and statutes by
recording expenditures within the proper appropriations and reversing unused
accounts payable accruals.

Department of Human Services Response;

Agree. The Department acknowledgesthat there was an inappropriate use of
accounts payable. The Department will reinforce through training of the
procedures to review al outstanding payables and reversions as detailed in
the accounting manual and in the monthly SCO diagnostic report overview.

Implementation Date: July 1, 2001

Improve Controls Over Fixed Assets

Each state agency is responsible for ensuring that all fixed assets purchased or
constructed by the State are properly accounted for when acquired and disposed of,
accurately inventoried, and safeguarded throughout their life. Fixed assets include
itemssuch asfurniture, equi pment, leasehold improvements, and buildings. InFiscal
Y ear 2001 the Department purchased or constructed about $33.3 million in fixed
assets. This amount does not include fixed assets purchased through the
Department’ s proprietary or fiduciary activities.
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During our Fiscal Year 1998 audit, we identified problems with the Department’s
controls over its fixed assets, specificaly with regard to ensuring new assets were
appropriately recorded on COFRS, the State's financial system, and subsequently
tracked. Although the Department addressed several of our concerns during Fiscal
Y ears 1999 and 2000, we continued to identify problemswith the Department’ sfixed
asset reconciliation process during our Fiscal Year 2001 audit.

Fiscal Y ear-End Reconciliations Were Not
Completed Timely or Accurately

State agencies ensure new fixed assets are properly recorded on COFRS by
performing areconciliation between fixed-asset expenditures and amounts recorded
asadditionsto fixed assetson COFRS during thefiscal year. Department procedures
require staff at each of the Department’s 16 agencies to prepare fixed asset
reconciliations between these two amounts on a quarterly basis and submit them to
the Department’ scentral agency. The central agency encompassesthe Department’s
ExecutiveDirector’ sOffice(EDO) and other central administrativefunctions, aswell
as the majority of the Department’s social service programs. In Fiscal Y ear 2001,
$6.3 million of the Department’s fixed asset purchases were made through this
agency, which includes purchases made on behalf of the Department’s other
agencies.

Wefound that the Department did not reconcilefixed asset expendituresto additions
for any of its 16 agencies prior to the year-end close of the State’ s financial records.
While 12 of the 16 agencies submitted reconciliations to us in September, or 2 %
months after the closing date for Fiscal Y ear 2001 entries, the remaining 4 agencies
had not provided us with reconciliations by the end of our testwork. In addition, we
noted that the Department had not completed a departmentwide reconciliation for
Fiscal Year 2001. The departmentwide reconciliation must be performed after all
agency reconciliations are completeto ensure all itemstransferred between agencies
are appropriately recorded and tracked. For example, the centra agency’'s
reconciliation listed a transfer for over $14,000 in fixed assets to another of the
Department’s agencies. However, the receiving agency had not submitted any
reconciliations in Fiscal Year 2001, and as a result, the Department could not be
certain that the agency had received these assets and recorded them.

Department Oversight of Fixed Asset Procedures
Should Be Improved

As mentioned earlier, the Department has had problems accurately tracking
purchases of fixed assets in prior years. While we recognize that the size of the
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Department and the disbursement of its activities throughout the State present
difficulties, these factors also create a greater risk that assets could be lost or
misappropriated. The Department needs to address the deficiencies in fixed asset
reconciliationsto ensure assets are saf eguarded and the correct amounts are reflected
on the State’ s financial records.

Recommendation No. 12;

The Department of Human Services should improve controls over fixed assets to
ensure all fixed assets are safeguarded and appropriately recorded on COFRS by:

a. Completing quarterly agency and department-wide reconciliations between
fixed asset expenditures and additions to fixed assets.

b. Correcting identified errors on COFRS prior to fiscal year-end.

Department of Human Services Response:;

a. Agree. The Department hasaprocedurein placewhereby these quarterly
reconciliations are to be completed and turned into the central office for
review andreconciliation. Toensurecompliancewith thisprocedure, the
Department will establish follow-up procedures for when the quarterly
reconciliations are not completed timely.

b. Agree. The Department will perform a department-wide reconciliation
that reconciles all individual agency reconciliations to each other and to
the general ledger control account.

Implementation Date: March 31, 2002

Securitiesin Lieu of Retainage Balance
Not Reported Accurately

Aspart of our audit of fixed assets, we reviewed retainages recorded on COFRSfor
construction projects. State regulationsrequire agenciesto retain apercentage of the
total cost of the contract for all capital construction projects until the project is
completed and formally accepted by the State. In lieu of holding a percentage of
payments, a contractor may choose to place securitieswith avalue equivalent to the
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retainage percentage in the Department’s name with a bank authorized by the
Department.

We found that the Department does not have procedures in place to ensure that
securitiesheldinlieu of retainage amountsfor construction projectsarerecordedinto
COFRS accurately and in atimely manner. We noted that the amount on COFRS at
June 30, 2001, was understated by $102,000 for one project. Dueto an increasein
the amount of that project during the fiscal year, the contractor wasrequired to place
additional securities in the Department’s name. While Department Facilities
Management staff were aware of the addition, these staff failed to notify the
Department’ s central accounting staff of the change, and therefore, the increase was
not reflected on COFRS.

By improving communication between agency and accounting staff regarding
securitiesheld asretainagefor construction projects, the Department can help ensure
that securities are accurately recorded and tracked.

Recommendation No. 13:
The Department of Human Services should develop and implement procedures to

ensure securities held as retainage for construction projects are recorded in COFRS
accurately and in atimely manner.

Department of Human Services Response;

Agree. The Department will change existing procedures to have all bank
statements sent to the Division of Accounting for monthly verification and
recording in the COFRS system.

Implementation Date: December 30, 2001.
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Medicaid Funds Expended for
Department of Human Services
Programs

In January 2001 the Joint Budget Committee (JBC) reviewed asupplemental budget
request from the Department of Human Services to address Medicaid
overexpenditures totaling approximately $10.6 million in Fiscal Years 2000 and
1999. In the course of reviewing the request, the JBC became concerned about the
management and control of Medicaid fundsthat are used for Department of Human
Services programs.

During Fiscal Y ear 2001 the Office of the State Auditor conducted afinancial review
of the overexpenditure of Medicaid funds at Human Servicesand of the controlsthat
Human Services and Health Care Policy and Financing have established to ensure
that expenditures are recorded and reported accurately. The comments below were
contained inthe Department of Human Servi ces, Over expenditur e of Medicaid Funds
Financial Review, Report No. 1400, dated May 2001. Thefinancial review contains
comments directed at the Departments of Health Care Policy and Financing and
Human Services, most of thecommentsarejoint recommendations. The Department
of Health Care Policy and Financingisthe state agency that administersthe Medicaid
program. Therefore, for the purpose of this report, all six comments are listed
collectively within the Department of Health Care Policy and Financing chapter.
Please refer to pages 38 to 48 for details, comments, and recommendations.
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Department of Labor and
Employment

| ntroduction

The Department of Labor and Employment is responsgible for promoting and supporting
the public economic well-being by providing services to employers and job seekers, and
by enforcing laws concerning labor standards, unemployment insurance, workers
compensation, public safety, and consumer protection. The Department is composed of
the following mgor organizationd units:

» Executive Director’s Office

» Divison of Employment and Training
» Divison of Labor

* Divison of Workers Compensation

The Department was gppropriated $122.4 million and 1,057.6 full-time equivadent staff
(FTE) for Fiscd Year 2001. Approximately 35 percent of the funding isfrom cash funds
and the other 65 percent is from federd funds. The following chart shows the operating
budget by mgor organizationd unit during Fisca Y ear 2001.

Department of Labor and Employment

Fiscal Year 2001 Operating Budget by Organizational Unit (In Millions)

Executive Director's Office $23.2

Employment and Training $7

Workers' Compensation $21.0

Labor $4.7

Source: Joint Budget Committee Fiscal Year 2001 Appropriations Report.
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The following comment was prepared by the public accounting firm of Tery &
Stephenson, P.C., who performed audit work at the Department of Labor and
Employment.

Develop Reconciliation Proceduresfor
Grant Expenditures

The U.S. Office of Management and Budget's Circular A-133 contains the reporting
requirementsfor the State' s Schedule of Expendituresof Federal Awards(Schedule). The
Schedule lists funds received from the federal government and expended to vendors and
subrecipients. The Department preparesits portion of the Schedule fromitsgrant financia
gystem (FARS) and reconciles the amount to COFRS, the State’s financia reporting
sysem.

The Department records federa revenue in COFRS. Charges by the State againgt this
revenue are from two sources: direct and indirect dlocations. Both direct and indirect
federd expenditures are segregated by federal grant award and recorded in FARS.

Fiscd Year 2001 federd expenditures from FARS were approximately $66.8 million.
This amount exceeded the revenue balances in the State’ s financia reporting system by
$1.9 million. The resulting discrepancy has not been reconciled and appears to be the
result of improper matching of indirect alocations and the lack of periodic reconciligtions
between FARS and COFRS.

Recommendation No. 14:

The Department of Labor and Employment should develop procedures to isolate and
identify the indirect alocation chargesfor federa grants and perform reconciliationsto the
Stae sfinancid reporting system periodicaly throughout the yeer.

Department of Labor and Employment Response:
The Department agrees with the finding and is currently analyzing the problem.

We are reviewing federd revenue recording procedures and the timing of
reconciliations.
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Department of Military Affairs

| ntroduction

The Department of Military Affairsconsastsof the Nationd Guard and the Civil Air Patrol.
The Adjutant Generd is the adminigrative head of the Department and the Chief of Staff
of the Colorado Nationa Guard. The Department isresponsiblefor providing day-to-day
command and control, guidance, policies, and adminigtrative and logistics support to the

Dividons of the Nationa Guard and Civil Air Patrol.

During Fisca Y ear 2001 the Office of the State Auditor, in cooperation with staff from the
firm of Cottrell & Associates, conducted afinancia review of the Department of Military
Affars. The audit comments below were contained in the Department of Military

Affairs Financial Review, Report No. 1404, dated November 2001.

Overview of Federal Funding for Operations

The Department’s Fiscal Y ear 2001 appropriation wasjust over $9 million. Of thet, over
$5 million is federdly funded through a cooperative agreement that establishes the terms
and conditions of the federa contribution of fundsto support the operation and training of

the state Army and Air Nationd Guard.

Fiscal Responsibility Is Needed

The Department's management has the fiduciary respongbility to ensure that assets are
safeguarded and financid transactions are recorded and reported accurately. Annudly,
dtate agencies are satutorily required to attest to the State Controller, State Auditor, and
Governor that systlemsof interna accounting and adminigtrative control havebeeningituted
and maintained. State agencies dso annudly sign a Letter of Certification of Financia

Accounting affirming thet:

The accounting function is saffed with adequate personnd to assure the
accounting is properly carried out and timey, and sufficient monthly
accruals are being made to update financid records so that management
can properly anayze their financid condition and determine that the
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federal government and other parties owing the state are being properly
billed.

The Department responded that it wasin substantia compliance with these requirements.

However, weare concerned about the Department’ scontrolsover itsfinancia transactions

and the recording and reporting of financid information. The Depatment has had

sgnificant accounting issues over the past few years. During our Fiscal Year 2000

Statewide financid audit, we noted that therewas asignificant turnover of accounting steff,

problems completing required transactions, and difficulty in providing information on a
timely basis.

There continueto be sSgnificant turnover, delaysin processing vendor payments, obtaining
federa gpprovasfor reimbursement, and recording additionsand deletionsto fixed assets.

Ovedl, we concludethat the Department needs to makeimprovementsin its systemsand
controls to ensure that assets are safeguarded and that accounting for transactionsistimely
and accurate.

Recommendation No. 15:

The Department of Military Affairs should improve its oversght of financid activity and
ensure its controls over accounting functions are adequiate.

Department of Military Affairs Response:

Patidly Agree. Financia controlsarein place and areworking. Procedurescan
be improved. The Department is hampered by sgnificant turnoversin accounting
personnd, delaysin process ng and obtai ning reimbursements, adjusting fixed asset
accounts, and providing timely information. Whilewe agreewith this observation,
most of those issues are beyond our immediate control.

We cannot require employeesto stay. They will leavefor upward mobility that we
cannot offer in afive-person office. Requestsfor additiona personne ether have
not been granted or have been reduced by the Legidature.

Since most transactions are carried out as part of a Cooperative Agreement
between the State and Nationd Guard Bureau, we cannot directly control delays
in federa invoice gpproval and payment procedures.
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We can control operations within the accounting section and have documented
procedures in desk manuds to facilitate inevitable turnover. We have discussed
problems with the Cooperative Agreement with federd authorities and have
agreement to try to document and streamline processes, and toimprovetimeliness.
We have shifted duties within the accounting section to better balance workload
and individud abilities and tdents. We are scheduling training on procedures to
adjust fixed asset accounts.

| mprovethe Recording and Reporting of
Transactions

Reduce Delaysin Processing Transactions

During our Fisca Y ear 2000 audit, the Department experienced a sSignificant turnover of
accounting gtaff and delays in replacing the vacant pogtions. The gStuation left the
Acoounting Section understaffed for the mgority of theyear. The State Controller's Office
provided additiona support. Even so, the Department had problems completing al
required transactions and providing information on a timely bass. The shortage of
accounting staff created additiona risk that transactions may have been recorded
improperly on the State's accounting system.

During our current review we found that new saff were faced with little or no
documentation on department processes and, as a result, struggled to learn the
complexities of federd and date regulations that govern transactions. To further
compound the problem, during the year, both the accounts payable and the payroll
postions were vacant for severd months. The new Accounting Section has made
sgnificant progress in documenting tasks and processes and in cross-training personnel,
but the entire section is dill in alearning curve.

We continue to see areas where further improvements should be made:

1. Theprocessing of vendor paymentslagged during the year, exceeding the 45 days
dlowed by Section 24-30-202(24), C.R.S,, as other accounting personnel
temporarily filled the vacant pogtion. After the postion wasfilled, it took a few
months to organi ze the exi sting backlog and follow up on potentia unpaid balances
while researching to ensure that duplicate payments were not made. Our review
of May 2001 vendor payments indicates that the Department is improving the
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timdiness of payment processing, but there are gill some delays rdated to
recelving invoices from the regions and obtaining timely approvas from program
managers. For instance, of the May 2001 payables tested, 9 in the sample of 50
were pad between 60 and 174 days after the date of the vendor invoice. These
nine payables amounted to atota of about $119,000.

The Department has not updated the State's accounting systemfor changesin its
land, buildings, and construction in progress since Fisca Year 1999. For
example, aland purchase of about $58,000 is not shown and transfers of buildings
to other state agencies, totaling about $450,000, have not been deducted from the
accounting records. During Fiscad Years 2000 and 2001 the Department
expended about $3.7 million in controlled maintenance, land purchases, and
construction costs on armories and other buildings but was unable to provide
information on the amount of these cods that should be cepitdized. The
Depatment also completed congtruction during this period, but the cogts
associated with the congtruction were not properly reflected as a completed
project on the State'saccounting system. Asaresult, theamountsreported do not
accurately reflect the cost of the assets owned.

Also, in Fiscd Year 2000 buildings and property owned by the Department,
vaued a $7.9 million, was transferred to the Department of Public Safety. In
Fisca Year 2001 the Department of Military Affairs determined that the actua
cost was about $2.2 million. Public Safety revised itsrecords to reflect the $2.2
million cost; however, the building is erroneoudy being reported on both
Departments books, resulting in anoverstatement of assetsin the State'sfinancia
datements of $2.2 million.

Delays Dueto Federal Action or Approvals

We noted three processes during whichadelay in obtaining federd gpprova or action on
anitemwill dow down or hdt the progress of transactions through the accounting system.
Theseinclude:

Approva and coding of vendor payments.

Budget modifications that are required to make federd funding available for
spending.

Federa approva on requests for reimbursements.



Report of The Colorado State Auditor 67

Approval for Vendor Payments

For purchases that are subject to federal participation, the Department obtains approval
from a federal program manager prior to vendor payment. This confirms the federal
commitment to reimburse the State for the outlay, aswel asidentifies the correct funding
source or coding for the payment. However, because the federal approva isin addition
to the required state approvas, and there are numerous federal program managers, some
on-site, and some at Buckley or other off-gite locations, the entire process can be lengthy
and may exceed the 45-day state vendor payment guidelines. For instance, some of the
overdue May 2001 invoices discussed above were subject to federal program manager
gpproval.

Budget Modifications Are Required to Make Federal Funding
Available for Spending

For thelarge percentage of the Department'sbudget that isfederal and restricted, spending
authority and the ability to pay vendor invoicesis not available until budget modifications
are processed, approved, and entered into COFRS. In some ingtances, only amonth or
two worth of spending authority is gpproved by the federa agency at one time, requiring
numerous budget modificationseach year. A sgnificant amount of department timeisspent
obtaining these budget modifications and the related gpprovas from the federd program
managers. In the meantime, the payment of vendor invoices may be delayed pending
approvd of these budget modifications for federal spending authority.

Approval on Federal Requestsfor Reimbursement

The Department prepares monthly requests for reimbursement under the federa
cooperative agreement. Separate requests are prepared for each of the 12 appendices of
the agreement and then forwarded to the appropriate federal program manager for
approva. Only after the requests for reimbursement are approved can they be submitted
to the federd disbursing agents for payment. Obtaining timely approva from some of the
federa program managers has been so problematic during the year that the Department
created a spreadshest to track the progress of each request through the approva and
payment process. For instance, the Department's tracking sheets include the following
example of ddays.

e OnDecember 11, 2000, three requestsfor reimbursement totaling about $40,000
were sent to the federa program manager for approval; the approved requests
were not returned to the Department until March 6, 2001, three months later.
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e OnJanuary 8, 2001, two requestsfor reimbursement totaling about $68,000 were
sent to thefederal program manager for gpproval; the approved requestswere not
returned to the Department until March 6, 2001, two months later.

During the year, the Department initiated a process of monthly meetings with federa
program managersin an effort to increase communication and the timdliness of transaction
processing, including federd reimbursements. It isclear, however, that more needsto be
done. The Department needsto work with the federa program managers on sysemsand
controls.

Recommendation No. 16:
In order to reduce delays in processng transactions, we recommend that:

a. All areas of the Department work with Accounting to streamline the vendor
payment process. In particular, the Department should consider various meansto
identify outstanding payables at the earliest possible date to ensure they are
monitored by Accounting for timely approva and payment, as well as recorded
in the appropriate accounting period.

b. The Department continue to work diligently with the federa program managersto
streamline the approval processes for vendor payments, budget modifications to
makefedera spending authority available, and federal requestsfor reimbursement.
Working together to study tracking systems, like the invoice spreadsheet noted
above, will help to identify bottlenecks in the approval processes that need to be
addressed.

c. The Accounting Department record changes in fixed assets annudly.

Department of Military Affairs Response;

Partidly Agree. While the Department agreeswith much of the recommendetion,
the solutions to dl the problems are not within our control. For example,
personnel turnover in a five-person accounting section can be an extreme
detriment, but the Department has only limited ability to influence sdary for new
hires. The Depatment has little ability to influence persond decisons of
employees who leave because of opportunities for advancement elsewhere.
Further, requests for additiona FTE have been denied or reduced. We did get
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authority and funding to hire a part-time budget analyst and the impact of the new
.5 position should begin to be fdt this year.

Most transactions are accomplished through a Cooperative Agreement with the
federa government and each is subject to approval by the federd program
managers. Since the program managers are federal employees who work for
federd supervisors, and for eachit isan additiond, rather than primary, duty, the
Department does not exercise direct control over their activities and priorities.
This often mekesit difficult to get prompt gpprovas on payments and bills. To
further complicate matters, thereare 11 Program Managersand they changeat the
rate of about 4 per year. Recognizing thet it isaCooperative Agreement and that
there are problems in execution, the Department and the United States Property
and Fisca Officer, CO, have indituted monthly meetings between the two
accounting staffs and with program managers. We have dso indtituted a
comprehensive review of procedures for payments, billings, and accounting to
better document and streamline processes where possible.

Within the Department, the accounting section has crested desk manuasfor each
positionto document desk procedures and to facilitate inevitable transition of new
employees.
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Department of Natural Resour ces

| ntr oduction

The Department of Natural Resourcesis responsible for encouraging the devel opment of
the State's natural resources. Resourcesinclude land, wildlife, outdoor recrestion, water,
energy, and minerds. The Department operates under the authority of Section 24-1-124,
C.R.S., and comprises an Executive Director's Office, which is responsble for the
adminigrationand management of the overdl Department, and thefollowing eight sections:

« Wildife

e  Water Resources Divison

o State Board of Land Commissoners

e Parks and Outdoor Recreation

* QOil and Gas Consarvation Commission
» Divison of Minerads and Geology

» Water Conservation Board

* Geologicd Survey

The Department's Fiscal Y ear 2001 operating budget was about $160 million with 1,474
ful-time equivdent gaff (FTE). The Depatment is primarily cash-funded. Revenue
sources include hunting, fishing, and other licenses, roydties and rents; interest; and other
sources. Thefollowing chart showsthe Department's operating budget by division, board,
and commission for Fiscal Year 2001.

Department of Natural Resour ces
Fiscal Year 2001 Budget by
Division/Board/Commission (In Millions)

Water
Conservation

Water $10.7
Resources
$15.9

Other
$16.1 Wildlife
$70.3

Executive

Direc'tor's Parks and
Office Qutdoors
$20.8 $26.1

Sour ce:  Joint Budget Committee Fisca Y ear 2002 Appropriations Report.




72

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

Oil and Gas Conservation Commission

The QOil and Gas Conservation Commission is responsible for regulating oil and gas
activitiesin the State. When oil and gas operations are complete, the Commissonisaso
responsible for ensuring that lands affected by operations are returned to their origind
state. InFiscd Y ear 2001 the Commission was appropriated approximately $3.4 million
and 35 FTE.

Ensure Compliance With PDPA Requirements

Prior to beginning oil and/or gas operations in the State, an operator must submit some
form of financia assurance to the Commission showing that an operator is financidly
capable of reclaming lands damaged by operations. If an operator fulfills the necessary
requirements of reclaming damaged lands, the financia assuranceisrefunded. Financid
assurance may be submitted in various forms, including certificates of deposit. Asof June
30, 2001, the Commission held gpproximately $2.6 million in certificates of deposit. Mogt
of these certificates are for the term of one year and perpetudly roll over into new one-
year certificates.

Beginning with our Fisca Year 1998 audit, we have found problems with the
Commisson's compliance with the Public Deposit Protection Act requirements. The
Public Deposit Protection Act (PDPA), Title 11, C.R.S., was enacted to protect deposits
that either are not insured or are in excess of the insured limit of federd deposit insurance
of $100,000 for each account. One of the PDPA requirementsis that public monies are
to bedeposited only inbanksdesignated aseligible public depositories. Thisincludesmost
of Colorado's banks. In addition, PDPA specificaly excludes investment firms and most
out-of-state banks from its coverage.

In both Fiscal Y ears 1998 and 2000, we recommended that the Commisson ensure all
certificates of deposit are in compliance with Statutory and legal requirements by
trandferring short-term certificates to eligible depositories on their next maturity date and
developing aplan for addressing any long-term certificates. Although the Commission has
taken steps to comply with PDPA, we continue to find problems.

Certificates of Deposit Are Located at Noneligible
Depositories

Inour Fisca Year 2000 audit the Commission provided us a listing of 31 certificates of
deposit, totaling approximately $333,000, that were held in non-PDPA-dligible financid
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inditutions. During our Fiscal Year 2001 audit, we reviewed these 31 certificates to
determine the current status and found that 15 of the 31 certificates of depost, totaling
about $190,000, had been moved to digibledepositoriesand 1 certificate, totaling $5,000,
had been rel eased when operations ceased on the wdll. Thisleft 15 certificates fill not in
compliance with PDPA requirements.

During our current audit we found 11 additiona certificates, totaling approximately
$49,000, that are not held in dligible depositories. In total, at least 26 certificates of
deposit, in the amount of about $187,000, remain in non-PDPA-dligible depositories. In
addition, we found that 2 out of these 26 certificates, totaling $6,000, had been accepted
by the Commission since our Fisca Y ear 1998 recommendation.

In 1993 the Division of Minerds and Geology obtained alega opinion from the Attorney
Generd's Office. The Attorney Generd's Office determined that financid assurance held
by the State qualifies as public monies and should be protected in the same manner as
other public monies. The Commission subsequently chose to rely on the Attorney
Generd's opinionfor its own financid assurance. As noted in our prior audits, we agree
and bdieve tha the Oil and Gas Conservation Commisson should teke steps to
immediatly comply.

Section 11-10.5-111(2), C.R.S,, states that “it is unlawful for an officia custodian to
deposit public fundsin any bank other than onethat hasbeen so designated.” Section 11-
10.5-111(4)(c), C.R.S, further dates that “any officia custodian who violates the
provisons of this article is guilty of amisdemeanor and, upon conviction thereof, shdl be
punished by a fine of not less than two hundred dollars nor more than five hundred
dollars...." The Commisson does not believeit isthe officia custodian of the certificates
of depodt, since the operator is responsible for the actual deposit of a certificate into an
digible bank. Confusion could arise, because certificates of deposit are approved by the
Commission, reflected on the State's accounting system, recorded in both the operators
and the Commission's name, cannot be released without the Commission's authorization,
and can be foreclosed upon by the Commission in Situations where an operator defaults.
Determining who isthe officid custodiary/s is an important issue that needs to be clarified
immediately.

Notify Operatorsto Transfer Certificates of
Deposit in a Timely Manner

The Commission has had nearly eight years to comply with PDPA requirements. As
previoudy Stated, the average certificate of deposit held by the Commisson matures
annudly and is perpetudly rolled over into anew certificate. We found that a least four
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certificates held in non-eligible depositories have rolled over since our Fisca Year 2000
recommendation. In one ingtance, a certificate of depost rolled over in October 2000
and the Commission did not notify the operator of the need to move the certificate to an
digible depogtory until March 2001, five months after the certificate wasrenewed. This
certificate of deposit was subsequently moved to an digible depository in June 2001.

In March 1999 the Commission sent a form letter to al operators explaining PDPA
requirements. However, the Commission did not begin to send follow-up letters to
operators until September 2000. According to the Commission, it takes an average of Sx
months to transfer a certificate of deposit. We found three instances where an operator
was not notified in atimely manner to transfer certificates. For example, letters were sent
to two operators oneto two months before and onel etter was sent two weeks prior to the
certificates maturity dates. None of the above-mentioned certificates have been moved
to an digibledepogitory, and each have been renewed sincethe natification | etter was sent.

The Commission hashad ampletimeto ensurethat operators have moved their certificates
of deposit before the maturity date arrives. Failure to notify the operator in a timely
manner can result in an early withdrawa pendty being assessed againgt an operator by the
financid indtitution; therefore, the Commission should ensure that operators are given
sufficient notice to move a certificate of deposit so that an early withdrawal pendty is not
assessed.

Recommendation No. 17:

The Oil and Gas Conservation Commission should take immediate stepsto ensure that all
certificates of depodt are in compliance with statutory and other lega requirementsby, at
aminimum:

a. Reviewing al certificates of deposit to determine whether they are being held in
eligible public depositories.

b. Notifying operatorsin atimely manner of the need to move existing certificates of
deposit not in digible public depositories before the next maturity date.

c. Enforcing the trandfer of al certificates of depogt to digible public depositories.

d. Working with the Attorney Generd's Office to determine who should be
designated as the officid custodian of the certificates of deposit.
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Oil and Gas Conservation Commission Response:

a. Agree. The Commission is on track to meets its July 2002 deedline for
compliance as stated in its 2000 Statewide Audit response. The Commission
conducted afull review of dl certificates of deposit asof November 29, 2001,
(193 certificates with atota value of $2,141,125) and developed alist of 26
certificates that are not yet in public depositories. These 26 certificates of
deposit have a combined value of $187,000 and no individua operator has
certificates with acombined valuein excess of $30,000. Of the 26 remaining
certificates of deposit, operators using 21 of the noncompliant certificates as
financid assurance were each sent a letter dated December 6, 2001,
requesting that the funds be transferred to public depositories no later than
December 28, 2001. Two additiond certificates had not been previousy
identified and have since been sent complianceletters. Three other certificates
of deposit require additional documentation to vaidate the banks as public
depositories, which has been requested.

The Commission will review al certificates before the annua certificate of
deposit confirmation | etters are sent to depositoriesin April. The Commission
will verify that itsfinancid assurance database includesthe Divison of Banking
PDPA number assigned to theoperators. Complianceletterswith aresolution
deadline prior to July 2002 will be sent to operators that have certificates of
deposit that are not in public depository banks or have not provided a PDPA
number. Implementation date: July 1, 2002

b. Agree. The Commisson has individualy ingtructed dl operators who have
certificates of deposit used for financia assurance that are not in approved
public depositories to move them to public depositories or provide some
dternative method of financid assurance through compliance letters sent in
December 2001 and January 2002. This action was necessary to meet the
Commisson's July 2002 deadline for compliance as stated in its 2000
Statewide Audit response.

The operators have beeninformed that they are officid custodians of thefunds
because the Commisson may only access the funds if the operator fails to
meet their environmenta or fiscd responghbilities. Since the State may have
potentia future contingent ownership, the operator's certificates must comply
with the Public Deposit Protection Act. Implementation: July 1, 2002
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c. Agree. In Fisca Year 1998 the Commission directed staff to require
operators using certificates of depodits as financid assurance to come into
PDPA compliancein amanner that would minimize cost and inconvenienceto
operators. The mgority of the operators complied with this request. The
remainder, who received the December 6, 2001 compliance letter, have
moved their certificates, provided an dternative form of financial assurance,
or have negotiated an extensgon. The remaining operators with noncompliant
certificates of depogit are in the process of moving the funds to approved
public depositories or are in the process of converting to insurance bonds.

The Commisson currently has one operator scheduled for hearing and one
operator who has been sent a Notice of Alleged Violation since they have
refused to move their certificate of deposit to public depositories or provide
an dternative method of financial assurance. The Commisson's Assistant
Attorney Genera has advised that because the Commission does not have
ownership of the certificates of depost, the staff may not convert the
certificatesto cash without the Commission finding the operator in violation of
itsrules.

The Commissonisclosaly monitoring compliancedeadlinesgivento operators
to meetsits July 2002 deadline for PDPA conformity ondl of its certificates
of deposit used asfinancid assurance. Implementation date: July 1, 2002

d. Agree. The Commisson has consulted with the Divison of Banking on this
matter; however, the Commission hasdirected its Assstant Attorney Generd
to review the matter. Implementation date: July 1, 2002

Division of Wildlife

The Divison of Wildlifeisresponsblefor protecting thewildlifeof Colorado. TheDivison
manages over 250 wildlife areas covering 300,000 acres by acquiring habitat lands,
preventing the decline of certain species, conducting research, and enhancing the public's
awareness of pertinent issues. Thenearly oneand ahaf million hunting and fishing licenses
sold annudly provide the mgority of the Divison's funding. In Fiscd Year 2001 the
Division was appropriated gpproximately $70.3 million and 753 FTE.
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Reduce Number of Cancelled Payments

Inour Fisca Y ear 1996 audit, we found problemswith duplicate payments at the Division
of Wildlife. We recommended that the Department of Natural Resources strengthen
management controls over processing and reviewing paymentsto prevent payment errors.
We continued to find problems during our current audit. InFiscal Y ear 2001 the Divison
cancelled about 560 payments totaling approximately $245,000.

We reviewed 30 of these cancelled payments to determine the reason for the cancellation
and found two dgnificant deficiencies. Firg, the Divison does not have procedures in
place to ensure that limited license gpplicants information is correct in order to send out
refund checks. Second, controls over cancelled payments need to be improved. We
found that 13 of the payments were cancelled due to inaccurate gpplicant information, 3
were duplicate payments, and we could not determine the reason for an additiond 3 of the
cancelled payments. Theremaining 11 paymentswere cancelled for vaid reasons. These
issues are discussed in further detall in the following text.

Develop Proceduresto Ensure License Refunds Are
Received by Applicants

Wefoundthat 13 of the 30 paymentsreviewed, totaling about $2,000, were returned and
reissued to limited license gpplicants. The Divison darts to receive limited license
gpplications around the beginning of March each year.  After the annud limited license
draw, which takes place in June, the Division sends a refund check to al unsuccessful
gpplicants. If the Division does not have an gpplicant's correct address, the payment is
returned to the Divison. Often an applicant will notify the Divison that arefund check has
not been received and the Divison will cancd the origind payment and reissue the check.
This occurred for the 13 payments found during our testswork. Each payment averaged
about $150. In caseswherethe Divisonisnot notified by an applicant that arefund check
was not received, an attempt is made to contact the applicant by various methods,
including caling the last known phone number.

During our audit we found abox with approximately 280 unclaimed warrantstotaing over
$15,000 (an average of $54 per warrant) that the Division was unable to return to
goplicants. When the Divison isunableto locate applicantsfor license refunds, therefund
checks are kept for over ayear, until they expire. After the checksexpire, themoneysare
credited back into the Wildlife Cash Fund. The Divison maintains a database of al
expired license refunds for instances where an gpplicant later contacts the Divison
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regarding a missing refund check. However, no attempts are made by the Divison to
contact the individua after the refund checks expire.

We dso found that the Divison does not have procedures in place to ensure applicant
informationinitsdatabaseiscorrect. Each license gpplication includes aseparate card for
change-of -addressinformation. However, if an gpplicant fillsout an applicationwith anew
address, but does not fill out the change-of-address card, the database is not updated for
the new address. Currently Division staff do not compare the address on the current
gpplication with information in the database for repeat gpplicants. By updating applicant
informationfor address changesfrom applications, the Divison may avoid having anumber
of unclamed checksin the future. Inaddition, the Division does not cross-check current
license gpplicantswith its database of outstanding license refundsto determinewhether any
gpplicants have unclaimed checks. By performing this cross-check, the Divison may be
able to return a portion of the outstanding refund checks.

The Department of Personnd and Adminigtration has estimated that it cost the State $25
to process each payment voucher. The 280 unclaimed warrantsthat will expire at the end
of Cdendar Y ear 2001 not only represent lost revenue for license applicants but also cost
the State $7,000. Since the time frame between when alicense application isreceived by
the Divison and when arefund check isissued is only about three months, it islikely that
alarge portion of license applicants can be located. Because returned checks represent
the largest amount of payments cancelled by the Divison, it is imperative the Divison
attempt to locate the rightful owner of an outstanding refund check.

| mprove Controls Over Cancelled Payments

In addition, we found that 3 of the 30 payments reviewed, totaing about $6,500, were
duplicate payments. The Divison continues to have problems with duplicate payments.
For example, one purchase was paid for twice because an employee submitted receipts
for gas purchased and the vendor submitted an invoice for payment. The Divison
identified the error in this Stuation. However, in cases where an error is not discovered
by Divison g&ff, it is up to the vendor to notify the Divison of the error and to return the
overpayment. If avendor does not bring the duplicate payment to the attention of the
Dividon, thereisarisk that the State will not be reimbursed for erroneous payments. The
Divisoncould not provide uswith explanationsfor the remaining two duplicate payments.

Fndly, the Divison did not provide us with explanations for 2 of the 30 cancelled
payments. Another payment voucher could not belocated by Divison staff. Thesethree
payment vouchers totaled about $2,100. We found that the Divison does not dways
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document the reasonswarrants are cancelled on the origina payment voucher. Therefore,
we could not determine whether the cancelled payments were appropriate.

Recommendation No. 18:

The Divison of Wildlife should improve controls to reduce the number of cancelled
payments by:

a

Ensuring applicant information is correct in order to send out limited licenserefund
checks.

Performing a cross-check between returned limited license refund checks and
returning gpplicants to ensure that unsuccessful applicants receive their refunds.

Following up on returned limited license refunds to ensure that unsuccessul
goplicants recelve ther refunds.

Documenting the reason a duplicate payment has occurred and developing
procedures to identify and address overpayments.

Documenting the reason for cancelling awarrant on the original payment voucher.
Division of Wildlife Response:

a. Agree. The Divison's License Adminigtration Office prioritizes customer-

submitted change-of-address forms and/or the bottom portion of the

goplication form to ensure that correct customer addressesare onfileprior to

any limited licenses or refunds being issued. If refunds are returned for an
incorrect address, the bottom of the gpplication is double-checked for a
current address. If the customer has written their phone number on the
goplication, the staff attemptsto contact the customer viatelephone. If phone
contact cannot be made, the staff searches the Internet for possible current

addressinformation. If any of the above processes result in obtaining current

address information for the refundee, the information is entered into the
customer file and the refund warrant is re-mailed to the correct address. At
the end of the hunting seasons, the above procedures are repeated before the
unddiverable refunds are transferred to the Divison's cashier office for
safekegping. The above procedures resulted in the delivery of 99.82 percent

of al mailed itemsin 2001. Implementation date: March 15, 2001
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Agree. Frequently, respplying customers redlize that they did not receive a
refund from the prior year in the Stuation where refunds have been returned
to the Divison of Wildlife. When these applicants inquire, the Division of
Wildlife provides them with their refund, if appropriate. This process of the
gpplicant querying for returned refunds, in addition to the procedureslisted in
responseto Recommendation a, is designed to accommodate the Stuations
that are most often encountered. Implementation date: March 31, 2003

See response to Recommendation a above.

Agree. The Department of Naturad Resources accounting staff has been
responsible for cancdling warrants to vendors where duplicate payments or
other errors such asthe wrong amount have beenidentified. The Department
of Natura Resources has aso developed a payment voucher entry manud,
which has been digributed to dl Divison of Wildlife offices, and various
policies and procedures for the entry of vendor payments. In cases where
warrant cancellations are requested and the issuance of the warrant was in
violation of those policies and procedures, Department of Natural Resources
accounting team leaderswill notify the supervisors of the employee who made
the error for review and other action, as needed. Implementation date:
February 1, 2002

See response to Recommendation d above.

Auditor's Addendum:

With regard to the Division'sresponse to Recommendations a and ¢ above, there
has been an on-going problem with returned license refunds since at least 1992.
While we realize that the amount of returned licenserefundsisnot a substantial
dollar amount, over time, thisamount continuesto increase asmorerefundsare
not returned to applicants. We believe that the Division of Wildlifeisretaining
monies that do not belong to it without making a reasonable effort to locate the
rightful owners. While the Division does make an initial attempt to locate
applicants, we believe the Division should continueto follow up on outstanding
refund checks after they expire.
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Division of Minerals and Geology

The Divison of Mineras and Geology is respongble for regulaing mining activitiesin the
State. Thisprimarily includes overseeing the safety and environmenta soundnessof mining
operaions. When mining is complete, the Divison isaso responsible for ensuring proper
reclamationof land affected by mining operations. The Divisonisfunctionaly divided into
the cod, minerds, mines, and inactive mines programs. In Fiscd Y ear 2001 the Division
was appropriated approximately $5.7 million and had 68.7 FTE.

Reconcile Internal Systemsto the State's
Accounting System

The Divison isrespongble for accurately maintaining its accounting records by ensuring
that adequate internal control procedures are in place. This should include timely
reconciliations of internd systems to the State's accounting system to properly monitor
activity. During our audit we found that the Divison is not reconciling either mined land
reclamation deposits or cash receipts information on its internd systems to the State's
accounting system. The following narrative provides further detail on these two issues.

Mined Land Reclamation Deposits

The Divigon is required by statute to obtain reclamation deposits from mine operators
before extracting resources from state lands. These deposits provide assurance that mine
and well operators arefinancialy capable of reclaiming land that has been damaged when
operations are complete. Operators may submit various forms of reclamation deposts,
including certificates of deposit. Asof June 30, 2001, the Divison held approximately $4
million in certificates of deposit.

The Divison annudly confirms certificates of depost to verify ther existence and worth.
The certificate of deposit information used for the confirmation process is maintained by
the Divison in an interna database. During our audit we found that the Divison does not
have procedures to compare the amounts reported in the internal database with amounts
recorded on the State's accounting system. In our Fiscal Year 1999 audit, we found
dmilar problems with the Divison's procedures over cash bonds, another form of
reclamationdeposit. SinceFisca Y ear 1999, the Division has devel oped procedures over
cash bonds but has not developed similar ones for certificates of deposit.

We requested that the Division reconcile its internd database with the State's accounting
system for certificates of depost. During this process, the Divison found that 10
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certificates, totding about $59,000, were recorded on the State's accounting system but
not on theinternal database. Therefore, the Division did not include these 10 certificates
of deposit inits annua confirmation process. Without procedures in place to ensure the
Divison has accurate information, there is arisk that the certificates of deposit may be
redeemed without the Divison'sknowledge. Therefore, there may not be enough money
to cover the costs for mined land cleanup in cases where an operator defaults. In these
gtuations, the Divison would have to cover such expenses from other sources.

Cash Recelpts

The Divison usesan interna accounting database as ameans of tracking monies received
for items such as annud permit fees, sdes of publications, civil penaties, and Mine Safety
videos. These types of receipts accounted for about $600,000 of the Division's tota
revenue in Fisca Year 2001. Information from the internad database is used by the
Division to record cash recei pts on the State's accounting system.

During our audit we found that the Division does not reconcile cash receipt documentsin
the interna accounting database with the State's accounting system. Although we did not
find any errors in our testwork, a reconciliation of cash receipts between the State's
accounting system and the internal database will help ensure that al moneys are properly
deposited and recorded.

Recommendation No. 19:

The Divison of Minerads and Geology should perform a monthly reconciliation between
itsinternal databasesand the State's accounting system for mined land reclamation deposits
and cash receipts.

Division of Minerals and Geology Response:

Agree. Errors that occurred in the reconciliation of certificates of deposit for
bonding were dueto data processing and coding incons stenceswhen matching the
State's accounting system to the Divison's mine permit system database. These
incongistencies have been corrected. All of the bondswere accounted for and all
active permitted mine sites have bonds in place.

The Divison of Minerds and Geology maintains a mine permit sysem as the
primary business gpplication for the Divison. This permit system tracks over
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2,000 mine operationsin the State. Functions contained in the Permit System are
for reporting and document generation. Thereareabout 20 standard reports, such
as monthly progress reports, fee reports for the staff, information on inspections,
bonds, vidlations, and dl environmentd information on mine operaions in the
State. Thereareover 500 documentsthat are generated from the systemincluding
correspondence, reports, and lega notices.

In 1999 the system was rewritten due to some minor Y 2K issues and due to the
Department's standardization on the Microsoft Office Suite and Microsoft NT
network. The Divison continues to upgrade this permit database and will
incorporate the needed reporting for monthly reconciliation.

Although the audit did not find any errorsin thereconciliation of cash receipts, the
Divison understands the importance of reconciling the State's accounting system
with the Divison'sinternd sysem. The Divison uses Quickbooks programming
for tracking incoming cash recel pts and has added a procedure to incorporate the
reconciliation process.
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Department of Personnel and
Administration

| ntr oduction

The Department of Personnel and Adminigtration's primary function is to support the
business needs of state government. The Department administersthe classified personnd
system, which includes gpproximately 28,000 employees, (excluding the Department of
Higher Education) and provides generd support services for other state agencies. The
Department of Personnd and Adminigtration includes the following divisons

e Executive Director's Office

*  Human Resources Sarvices

e Personne Board

e Centra Services

e Finance and Procurement

» Colorado Information Technology Services
*  Adminigrétive Hearings

The Department was appropriated total funds of $145.3 million and 587 full-time
equivaent gaff (FTE) for Fisca Year 2001. Approximately 11 percent of the funding is
from generd funds and 89 percent is from cash funds. Cash funds include vehicle and
building rentas, copying, printing, graphic design, and mail services. The following chart
shows the operating budget by divisor/unit for the largest divisons during Fiscal Year
2001.
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Department of Personnel and Administration
Fiscal Year 2001 Operating Budget by Division
(In Millions)

Central Services Human
$48.0 Resources
$44.6
Other
$6.0

Executive
Director's Offic

$7.8 $38.9

Source: Joint Budget Committee Fisca Y ear 2002 Appropriations Report.

Monitor Sick and Annual L eave

The Depatment of Personnel and Adminigtration is charged with oversght functions in
matters of personnel. According to Section 24-50-101 (3)(c), C.R.S.

The date personnd director shdl provide necessary directives and
oversght for the management of the dtate personnel system and in
discharge of his condtitutional duty to administer the state personne
sysem.

The Department is responsible for overseeing dl mgor statewide human resource
programs and systems, including employee benefits, risk management, job evaluation,
compensation, recruitment and selection, consulting and training, and personne rules
development and interpretation. These duties are delegated to the Divison of Human
Resources, which conducts periodic audits of statewide human resource functions.

As part of our annud statewide audit, we review personnel costs at various agencies on
asample bass. Thisyear we reviewed sck and annua |leave at the Department of Law,
the Department of Natural Resources, the Office of the Governor, the Divison of Centra
Services in the Department of Personnel and Administration, and the Department of
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Revenue. Specificaly, weexamined the controlsand processesfor recording annud, sick,
and other compensatory leave. We reviewed 85 personnd files for Fiscal Year 2001.

During our audit we found severd common problems with the controls and processes for
tracking and recording employee leave. Specificdly, we found thet:

Eleven percent (9 out of 85) of employees had leave request forms not
signed by asupervisor. We found one example of this at boththe Department
of Law and the Office of the Governor. Centra Services had 7 employees with
atotd of 11 request formsthat were not signed by asupervisor, representing more
than 100 hours of leave,

Eight percent (7 out of 85) of employees had one or more leave request
forms (nine total forms) that were not updated in the leave tracking
system. Asaresult, leave time that was taken was not deducted and employees
were not properly apprised of their balances. Thereis dso arisk that baances
may be overdated, resulting in extra costs to the State. At the time of testing in
June 2001, the forms ranged from one to eight months old. We found this
problem three times each at Centrd Services and the Department of Law and
once a the Office of the Governor.

Five percent (4 out of 85) of employees had leavetimerecorded without a
request form, representing 26 hours of leave. This involved files for three
employees at Centra Services and one employee at the Office of the Governor.

More than one-half (13 out of 25) of the employees leave balances
reviewedat Central Servicescontained mathematical errors. Wenoted six
individuas who had one month's activity posted two or moretimes. Thisresulted
in both leave taken and leave earned being recorded severa times, with the
bal ances subsequently misstated.

In generd, we found inadequate review over the leave tracking and recording function.
It does not appear that agency controls that are in place are effective in preventing errors
inemployeeleavebaances. Without complete and accurateleave information, employees
may teke time off ingppropriately, expenses may be recorded incorrectly, and managers
may not have the information needed for policy-making decisons. This is compounded
by agencies using a variety of leave systems to track employee leave balances, ranging
from manud leave cards to spreadsheets to full autometion.
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The Department of Personnd and Adminidration should incorporate the review of leave
controls and processesinto its examinations of the State's human resource programs. This
action will provide the Department with vital management information and assig in their
effortsto comprehensvely manage and oversee the various human resource systemsin the
State's decentraized environment.

The Department is working toward a more comprehensive statewide leave management
sysgem. The individud, segmented leave systems currently in use make it very labor-
intensgve for the Department to gather management information needed to fulfill its
monitoring and oversight functions. In addition, many of the various systems are complex
and difficult to navigate and integrate, increasing the cost of using the systems and the
possihility for errors, such as those found in our audit. A pilot program, Kronos, is
currently being tested in two state agencies. We bdlieve that the Department should
continue to develop a more comprehensive statewide system that provides access to
management information, is more user-friendly, and ismade availableto dl state agencies.

Recommendation No. 20:

The Department of Personnel and Administration should monitor sick and annual leaveon
adatewide basis by:

a. Reviewing the adequacy of leave tracking syssems as part of their oversight of the
State's human resource systems.

b. Edablishing a project schedule and deadlines for implementing a statewide
automated leave system.

Department of Personne and Administration
Response:

a. Agree. The Divison of Human Resources is responsible for overseeing the
statewi de human resource functionsincluding the gpplication by agencies. The
Conaulting Services Unit performs the auditsto monitor and evauatethe state
personnel sysem. This unit is currently redefining the auditing function and
developing an audit methodol ogy and evauation standards that will be shared
withtheagencies. Indetermining the audit schedule, leave management isone
area that is to be audited firs. The audit review of each agency's policies,
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processes, and systems regarding leave tracking will be part of these audits.
This audit is tentatively scheduled to begin prior to June 2002.

Implementation date: Starting June 1, 2002 and then ongoing.

b. Agree. The Department of Personnd and Administration is committed to
providing the necessary support and infrastructure for the statewide
timekeeping (induding leave tracking), providing funding is made available.
The Departments of Public Hedlth and Environment and Natural Resources
have implemented the statewide pilot timekeeping system, Kronos, and the
Department of Public Safety is beginning implementation. These departments
and the Department of Personnd and Administration contributed funding for
the pilot project. In addition, the Departments of Human Services and Labor
and Employment are currently using a separate and sdlf-administered version
of the Kronos system. These departments are planning to migrate to the
statewide Kronos system in the future. Other departments are considering
joining the statewide system as well.

The Department of Personnel and Administration does not have funding to
implement the Kronos system on a statewide level. As each additiond
department joins the statewide system, they will work with the Department of
Personnel and Adminigration and the software vendor to identify the
incrementa costs. These costs may include softwarelicensing costs, software
implementation cogts, additiona infrastructure costs, and ongoing operationd
costs.

Implementation Date: June 30, 2003.

| mprove Controls Over Payrall

In Fisca Y ear 2001 the Department of Personnel and Adminigtration had an annua gross
payroll of goproximately $24 million for its 503 full-time employees and an annud gross
payroll of gpproximately $1.4 million for its 69 part-time employees. During our audit we
found the following:

» Thepayroll processdutieswerenot segregated. Theemployeedirectly associated
with processng payroll was dso reconciling the payroll expense. The
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Department's payroll process should be segregated. The Department has
adequate aff to alow for segregation of duties.

* The independent divison verification of payroll digibility is not adequately
reviewed by the Department's Human Resource Section. To compensate for the
lack of segregationinthe Human Resource Section's payroll process, eachdivison
is requested to review and verify its monthly and bi-weekly payroll expense and
acknowledge in writing that the payroll expenseisaccurate. We found that more
than 50 divison acknowledgment letters had not been reviewed and some
divisons had not acknowledged the accuracy of their payroll expense within the
previous two to three months. In addition, we could not determine if payroll
expense reports were actualy sent to dl the divisons each pay period.

While we did not identify any payroll errors during our testwork, a sound control system
will mitigete the risk of errors or irregularities.

Recommendation No. 21:
The Department of Personnel and Administration should ensure that:
a. The payroll process duties are segregated.

b. All divisons receive and review their payroll expense reports, and payroll staff
review and verify that each divison confirms the accuracy of its monthly and
biweekly payrall in atimey manner.

Department of Personnel and Administration
Response:

a. Agree. The Depatment of Personnd and Adminigtretion is currently going
through a reorganization of internd departmental functions. As part of
that reorganization the Department’s payroll and human resources functions
will be moved from the Divison of Human Resources to the Exantive
Director's Office. Thiswill provide adequate staff to dlow for the proper
Segregation of payroll duties.

Implementation Date: March 1, 2002.
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b. Agree. The necessary steps will be taken to ensure independent verification
of payroll digibility is performed in a complete and timely manner.

Implementation Date: March 1, 2002.

| mprove Procedures and Controls Over
Payment Vouchers

Centra Collections, an agency within the Department of Personne and Adminigration, is
responsble for collecting debts owed to state agencies and local governments and
disburang collections to them. The agency’s internd debt collection system, Columbia
Ultimate Business System (CUBS), manages 450 client agencies and 229,000 accounts
totaling $191 million as of June 30, 2001. In Fiscd Year 2001 Central Collections
collected nearly $11.8 million in debts owed.

The Executive Director's Office (EDO) is responsble for reviewing supporting
documentation, such as detailed billing information and approving payments to date
agencies and loca governments. We found that the EDO approved Centra Collection’s
payments without reviewing supporting documentetion. The same problem existed in our
1996 audit and the EDO agreed to implement procedures to review supporting
documentation before approving payments. We did not find any errors during our Fisca
Year 2001 testwork; however, an established gpprova process can mitigate the risk of
errors.

Recommendation No. 22:

The Department of Personnel and Adminigtration, Executive Director’s Office, should
implement procedures to review Centra Collections supporting documentation prior to
gpproval of payments.

Department of Personnel and Administration
Response:

Agree. The Department will implement the necessary procedures to ensure that
independent review of supporting documentation is performed prior to approva
by the Executive Director's Office.

Implementation Date: March 1, 2002
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State Controller's Office

The State Controller's Office (SCO) is organizationdly located within the Department of
Personnd and Adminigration. The Office is under the direction of the State Controller,
who is gppointed by the Executive Director of the Department of Personnd and
Adminigration. The SCO isresponsble for the State's financid affairs and reporting on
the operations of the State as awhole, including the following functiond arees:

» Adminidration. This areaincludes the State Controller and the Deputy State
Controller, who are respongble for establishing financia guideines and fisca
policiesfor the State's agencies.

* Reporting and Analysis. Thisaeais primarily responsble for compiling the
State's Generd Purpose Financia Statements as well as various other statutorily
required reports.

* Financial Accounting Specialists Team. The members of this team provide
vaious accounting services to State agencies, including assigting them in
implementing new guiddines and addressing speciaized accounting needs.

* Central Accounting. This areds primary responshility is to issue warrants for
the State's obligations.

* Cost Accounting. Thisarea develops the satewide indirect cost plan.
* Procurement. The State Controller overseesthe State's procurement functions.

The State Controller's Office was appropriated 38.5 FTE staff in Fisca Year 2001.

Ensure Problem Areas Are Resolved

The misson of the State Controller’s Office is to manage the State’' s financid operations
and provide qudity datewide financid information. The SCO routindy works in
partnership with state agencies, which on a daily bas's conduct the State' s business and
record the rel ated transactions on the State’' saccounting system, COFRS. The SCO dtaff
arein continua contact with agency accounting staff and analyze information in COFRS
on aregular basis. These activities provide the SCO with feedback on financia issues.

Despite the SCO's involvement, we have seen problems at two of the State's largest
departments that have continued over a number of years.
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Department of Health Care Policy and Financing (HCPF). HCPF oversees the
State’' sMedicaid program, which isthe largest federd program administered by the State.
The Medicaid program isfunded approximately equaly by state generd fundsand federa
funds and had expenditures of over $2 hillion in Fiscal Year 2001. As part of its
responsbilities, HCPF tracks the accounts receivable due to the State from the federal
government after genera funds have been expended for the Medicaid program. In Fiscal
Y ear 1996 the Statewide Single Audit reported that HCPF had inadequate controls over
the various accounts receivable for the Medicaid program. The audit recommended that
the Department improve its management of these accounts by completing reconciliations
and drengthening controls.

Subsequent auditsreportedthat therecommendationwas* partidly implemented” because,
athough the Department had been able to reconcile some of itsreceivablesrelated to the
Medicad program, it had not been able to reconcile the largest one, the receivable from
the federa government. After considerable effort over severa years, in Fisca Y ear 2001
the Department completed the reconciliation and concluded that the receivable was
overstated and had to be reduced by $15.9 million. This amount represents amost 14
percent of the $116.2 million federd receivable prior to the reduction. (For additiona
information about HCPF and this write-off, see Recommendation No. 3).

Department of Human Services(DHS). DHS overseesthe State sprogramsfor public
assstance, mentd hedth, developmental disabilities, youth corrections, vocationa
rehabilitation, veterans, and numerousother areas. ThisDepartment had total expenditures
of about $1.8 billionin Fiscal Y ear 2001 and is responsible for some of the State’ s other
large federd programs. Some of these programs and their total Fiscd Year 2001
expendituresfromal sourcesinclude Temporary Assstancefor Needy Families, or TANF
($197.6 million), Food Stamps ($179.1 million), and the Socid Services Block Grant
($85.2 million). Since Fiscd Year 1995, the annud financid audits have identified
problems with cash management related to federd receivablesat DHS on aregular basis.
Specificdly, the Department has not drawn down federd fundsin atimely manner for dl
of itsfederd programs after state genera funds have been expended. The Department has
made efforts to address this problem, as well as other issues, by reorganizing accounting
gaff and functions and implementing anew county financid information system. However,
the Fiscal Y ear 2001 audit againidentified large baancesin thefedera accountsreceivable
for four of the Department’s largest federa programs. This indicates that in these cases
DHS dill was not requesting reimbursement from the federal government as soon as it
should. For afifth program, the Department had drawn federd fundsin advance of Sate
expenditures, which isaviolaionof federa regulations. (For additiona information about
DHS cash management, see Recommendation No. 66).
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M anagement of State Finances

The longer problems persis, the more difficult it may be to determine their source and the
more likely they may result in coststo the State.  In the case of HCPF, it is not known if
the $15.9 million was origindly avaid receivable that should have been collected from the
federd government, or was aresult of erroneous entries not discovered previoudy. If the
$15.9 million was a vaid receivable, the write-off represents an expenditure in genera
fundsbecause the State did not receive the federa reimbursement. However, becausethe
problem was not identified until & least three years after the entries in question occurred,
and because of difficulties locating detailed accounting data, HCPF was unable to
determine the specific entries that created the $15.9 million. In any case, Sncethereisa
two year limit under federd Medicaid regul aionsfor requesting reimbursement, theamount
isnot collectible a thistime.

Inthe case of DHS, the lack of timely draw downs of federd fundsfor programs such as
TANF meansthat the State loses the use of those generd funds longer than it should. In
other words, the State unnecessarily loses interest on genera funds used to front the
federd share of expendituresprior totherecept of federal rembursement. InFiscal Year
1998 theaudit estimated that approximatedy $107,000in interest waslost over asix-month

period.

The SCO’s assistance and guidance to state agenciesis vita to ensuring that the State’s
finances are properly managed; adequate controls are in place to safeguard state assets;
and financid reports are accurate, timely, and provide an appropriate basis for decison
meaking.

Recommendation No. 23:

The State Controller’ s Office should assess ongoing problems identified during audits on
the basis of risk, and ass st agenciesin addressing and resolving problems consdered high
priority for the State.

State Controller’s Office Response:

Agree. The State Controller’s Office does assst state agencies in resolving
problems identified during financid audits. We are deeply troubled by the $15.9
million dollar adjustment to the federd receivables at HCPF and became aware
of it shortly before closing the books.  This adjusment was identified as a result
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of that department responding to prior audit recommendations. Based on
satements by the accountant involved, we believe that the error resulted from an
over-accrual of federa revenuethat occurred over anumber of years. If thisisthe
case, thisrepresents an accounting error; it does not represent an under-collection
of federa revenue. However, we have not yet been ableto verify thisexplanation.
The State Controller’ s Office will continue to investigate the transactions that may
have led to this required adjustment.

To be implemented by June 30, 2002, and ongoing.

Record Write-Offs of Accounts Receivable
In the Current Fiscal Year

Ancther concern identified during the Fiscd Year 2001 audit was that the State
Controller’s Office recorded the offset to the $15.9 million write-down in accounts
receivable, discussed inthe previous section, asadecreaseto the prior year’ sfund balance
inthe State’ sFiscd Y ear 2001 financia statements. 1n our opinion, the offset should have
been recorded as a bad debt expensein Fiscal Year 2001. Recording the $15.9 million
as a bad debt expense is congstent with the treatment of other reductions to accounts
receivable for uncollectible amounts, and clearly identifies the adjustment in the current
year.

In making its decision, the SCO used accounting standards that address how adjustments
for errors and for changes in estimates should be reported.  Standards require that the
correction of an error be reported as an adjustment to the prior period, if the error is
discovered during the current fisca year but is attributable to an earlier year. Onthe other
hand, a “change in estimate” is to be reported in the current fisca year, regardless of
whether the origind estimate was made in the current year or an earlier year. Inthe case
of the $15.9 million reduction, the State Controller’ s Office concluded that the reduction
was the correction of an error or errors made in prior years and therefore must be treated
asajprior period adjustment.

We are concerned that thereis no documentation supporting the conclusion that the $15.9
million was an error or collection of errors. It isequdly likdy thet the $15.9 million was
a onetime avaid receivable. Various audits conducted by our office of the Medicaid
program have identified problems with oversight of the financid aspects of the program.
In particular, the Overexpenditure of Medicaid Funds Financial Review conducted by
the Office of the State Auditor (discussed in the Department of Hedlth Care Policy and
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Financing recommendations 4 through 9 in this report) found a serious lack of oversght
and accountability on the part of both HCPF and the Department of Human Services
(DHS) for expenditures for two parts of the Medicaid program administered by DHS.
These problems have likely existed since the reorganization of state departments effective
Fiscal Year 1995, and they also could have resulted in, or contributed to, misstated
receivables. If thisis the case, the $15.9 million represents not only an adjustment to
accounts receivable, but dso aloss of federa revenue to the State.

Receivable amounts deemed uncollectible are routinely reported in the current period as
anexpenseto that period. For example, in Fiscal Y ear 2001 the SCO recorded another,
separate write-down in accounts receivable in the amount of about $2.1 million from
Medicaid providers as a bad debt expensein Fiscal Year 2001. Thus, the SCO did not
handle the two Medicaid-related write-offs consistently with respect to reflecting the
expense as current year activity. For the provider recelvable, there was an alowance for
uncollectible accounts, and the offsetting entry increased the dllowance, rather than directly
decreasing the receivable itsdlf.

Disclosure of Adjustmentsin Current Year

Equdly asimportant as the discussion of accounting standards, however, we believe that
write-offs to accountsreceivables and other adjustments affecting the State’ sassetsshould
be disclosed as pat of the current year's financid activity in order to ensure full
accountability for thesetransactions. Inthiscase, thereisgenera agreement that the $15.9
million overstatement was the result of poor accounting practices, and the lack of abasic
control over the Medicaid program. Such instances need to be fully disclosed, and in our
opinion, recording these as current year adjustments is the most sraightforward manner
of achieving this

I naddition, recording such adjustments asacurrent year transaction prevents manipulation
of the year’ sfinancia results by moving adjusments into prior years. Thisis particularly
important because state spending is limited by severa legd requirements, such as the 6
percent limitation ontheannud increasein generd fund expendituresunder the Arveschoug
provison(Sec. 24-75-201.1, C.R.S)). Inthiscase, becausethe $15.9 million wastreated
as aprior period adjustment, it will not become part of the Fiscal Y ear 2001 base upon
which the 6 percent limit in generd fund expendituresis caculated for Fisca Y ear 2002.
If the $15.9 million had been treated as a budgetary expense in Fiscd Year 2001, this
would have increased the Fiscal Year 2001 base by $15.9 million and would have
potentially decreased the amount of money available for transfer into the Highway Users
TaxFundinFisca Year 2002. Inthe case of the Medicaid provider receivable reduction
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of $2.1 million discussed earlier, this was treated as a budgetary expense for Fiscal Y ear
2001.

Recommendation No. 24:

The State Controller’ s Office should record write-offs of uncollectibleaccountsreceivable
as acurrent year expense in the year in which the determination is made, unless specific,
documented evidence of entries exists that attributes the adjustment to an error or errors
made in aprior period.

State Controller’s Office Response:

Patidly Agree. The State Controller’s Office does record write-offs of
uncollectible receivables in accordance with generdly accepted accounting
principles. We do not believe that recording a current year expense is aways
appropriate. The write-off of the $2.1 million of Medicaid provider receivables
was properly shown as an expense because expenditures had been reduced when
the recaivables were established. However, write-offs of tax receivables are
recorded as a reduction of current year revenue because revenue was overstated
when the recelvables were origindly established. Prior period adjustments are
only recorded for errorsmadein aprior period that are of such asizethat showing
them as current period adjustments would materidly distort current year revenue
or expenditures. The State Controller’s Office will continue to discuss with the
Office of the State Auditor, the Joint Budget Committee Staff, and the Office of
State Planning and Budgeting, the most appropriate way to reflect these types of
adjustments againgt the current year budget.

To be implemented by June 30, 2002.

|mprove Timeliness of Initial Electronic
Funds Transfer Payments

The State makes payments to vendors in one of two ways, by check or by Electronic
Funds Transfer (EFT). InFisca Y ear 2001 about $4.6 hillion of paymentswere made by
EFT and $3.9 billion were made by check. These amounts do not include checks for
income tax issued by the Department of Revenue and unemployment insurance checks
issued by the Department of Labor and Employment.
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EFT payments have advantages over paying by check. EFT transactions cannot be lost
in the mall and the State Treasurer’ s Office is able to better predict the State' s cash flow.
Although float timeis reduced, the predictability of EFT transactions alows money to be
kept in higher-yidding invesments for longer time periods. These advanteges are lost
when manua checks are issued.

When a vendor initidly requests to be paid by EFT, the State Controller’ s Office enters
the vendor informationinto the Stat€' saccounting system and sendsa prenatificationto the
vendor’s financid indtitution. The prenctification is a zero-dollar EFT transaction thet is
used to verify that the account informationisaccurate. If the prenctification isnot regjected,
the State will send the first EFT payment 17 days later.

During our audit weidentified aproblemwith thetime period between when avendor Signs
up to receive payments by EFT and when the initid payment is made to the vendor.
Currently the Stat€' s accounting system is programmed to transmit a prenctification and
to wait 17 days for a response from the vendor’ s financid indtitution before initiating the
EFT payment. In some instances, this delay has necessitated the issuance of manua
checks to ensure payments are made within the statutory 45-day deadline.

We contacted six financid ingtitutions to determine whether the State's prenctification
processwasreasonable. The bankswe contacted had time periodsranging from two days
to two weeks, with the standard being about one week. All of these time periods were
less thanthe State's 17 days. In addition, we found that the National Automated Clearing
House Association, the nationa rule-making body governing e ectronic payments through
the Automated Clearing House system, no longer requires prenotifications when initiating
EFT transactions.

We beieve that the State Controller's Office should diminate the prenotification
requirement or reduce the time period so that initid EFT transactionswill be processed in
atimely manner. This changewould require reprogramming the State's accounting System
to accept ashorter time period. The State Controller's Office should work with Colorado
Information Technology Services staff to coordinate any system changes.

Recommendation No. 25:

The State Controller's Office should eliminate the prenctifi cation requirement or reducethe
time period to ensure initid EFT payments to vendors are made in atimey manner.
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State Controller's Office Response:

Agree. The State Controller's Office will review the need for the prenatification
process. If it is determined that it will sill be required, we will work with the
appropriate parties in the Department of Personnd and Administration to
implement the needed system changes to reduce the time required to initiate EFT
payments.

To be implemented by June 30, 2002.

Colorado Information Technology Services

Colorado Information Technology Services (CITS) integrates the State's information
sarvices. The Divison's responghilities include planning, coordinating and integrating
communication capabilities for data, voice, radio, and wireless technologies; planning,
managing, operating, and ddlivering the State's computer infrastructure (such as desktop
microcomputers, mainframe resources, and data entry services); developing data sharing
technologies, archiving historica records, and supporting al statewide applications
(induding payrall, personnd, financid, and purchasing systems). The State Archivesisa
unit of CITS.

State Archives

The Colorado State Archives mission is "to ensure the preservation of the state's
permanent legd records and information and to promote their use by the citizens of
Colorado." Archives provides records and archive management and micrographics
assstance to state and local government agencies. Archives information and research
functions provide for citizen accessto public records created by the legidative, executive,
and judicia branches of state government. Archives was appropriated 11 FTE to carry
out itsfunctionsin Fisca Year 2001.

Recor ds M anagement Processes Need
| mprovement

Section 24-80-102, C.R.S,, dtates that the Executive Director of the Department of
Personnel and Administrationisresponsiblefor the proper administration of publicrecords.
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For al practica purposes, this duty is delegated to the State Archivist. Agencies are
alowed by dtatute to gppoint records liaison officers to help with the performance of the
dutiesand functions concerning state archives and public records. Theseofficersaidinthe
oversght of records management processes at their agencies by monitoring compliance
with the State's Record Retention Manud, creating policies and procedures regarding
record retention and destruction, ensuring that records are purged and destroyed
according to established schedules, establishing protocols for  the safeguarding of
confidential records, and serving as aresource for agency personndl.

Archives works with the records liaison officers to develop and approve retention
schedulesfor agency records. Retention schedules and destruction requests are approved
by the executive director of the requesting agency, the Attorney Generd's Office, the State
Archivigt, and the Office of the State Auditor.

As part of our audit, we sent records management policy and procedure surveys to 22
Colorado state agencies encompassing al three branches of government. In addition we
surveyed records management personnd from five surrounding states. Wea so performed
testwork at the State Archives and various state agencies. During our testwork we noted
severa ways in which the State's records management processes could be improved. In
addition, wefound agenera lack of awareness of basi ¢ records management requirements
and practices and alack of overdl information. For example, we were unable to obtain
bas ¢ information such asthe amount of storage space used, number of records stored, and
records storage costs.

| mprove Communication About Records
M anagement Policies and Procedures Among
Agencies

We found one agency was not updating its record retention schedules on aregular bass,
four agencies were not aware that records retention policies and procedures must be
approved by the State Archivigt, Attorney Generd's Office, and Office of the State
Auditor; and severa agencies had schedules that did not include al agency records.
Schedulesshould bereviewed and updated periodically to ensurethat they areappropriate
and that records are being kept and purged in an efficient manner.

Sx agencies were not aware that record liaison officers should be appointed for each
department. We obtained a listing of record officers from the Archives and noted the
record liaison officers listed for these Sx agencies were no longer responsible for those
duties, or only were responsible for their divison.
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None of the agencies surveyed requested detailed billing statements from DocuVaullt, the
State's gpproved record storage vendor. DocuVault dlowscustomerstoindicatethelevel
of detail they prefer on their monthly statements. If an agency does not specify the type
of stlatement, the default monthly billing will only show atota amount due. If agenciesdo
not request detailed hilling statements, there is no way to ensure that they are being
charged for the correct services.

Purge Records Annually

Four of the twenty-two agencies reviewed were not purging records on an annud basis
and were keeping records|onger than needed. Although annua purging isnot required by
satute, records should be purged regularly so that unnecessary items are not retained,
resulting in extra storage costs to the State.

Records should be destroyed in compliance with Section 24-80-105, C.R.S., which
requires approva of the Attorney Generd's Office and the State Archivist before records
aredestroyed. We noted multipleinstanceswhere record liaison officers stated they were
unaware of thisrequirement. \When records disposd isnot properly approved, itemswith
abusiness, legd, or audit vaue may be destroyed inadvertently.

| mprove Maintenance and Stor age of Records

None of the state agencies we surveyed were able to produce an inventory listing of
records. Although thisis not required by satute, it is essentia for records management.
Aninventory of stored records should be kept so that the retention and disposal processes
can be efficiently managed and so that agencies are aware of the number and location of
the records they possess.

All records should be stored appropriately. We noted two agencies using off-site storage
facilities that were not climate-controlled. Records stored in such areas may be subject
to the variations of the wegther or to pest infestation, which may cause damage or
destruction.

Agencies should use the most cogt-effective record storage methods.  Specifically,
agencies are storing records themselves when it may be more cost-effective to use the
state-approved vendor. The State entered into a price agreement with DocuVault to
provide record retention servicesfor Fiscal Year 2002. For records that are not needed
onafrequent basis, it may be more cost-effective for agenciesto use DocuVault's services
than to maintain their own storage facilities. Using DocuV ault would also free up spacein
gtate buildings that could be used for other purposes.
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Obtain Records Information and Create a Records
M anagement Users Group

The above problems indicate a fundamenta lack of awareness and disregard on the part
of state agencies for records management. Archives could remedy this deficiency by:

Working with the Generad Assembly to establish standards for records
management indluding, but not limited to, requiring the gopointment of a records
officer for each department, periodic inventories of agency records, and the
appropriate destruction of agency records.

Requiring inventory listings of records stored and storage space used from each
agency. Thisinformationwould assstin efficiently managing retention and digposa
processes and provide information on the cost of record storage a each agency.

Creating a users group to achieve better communication between agencies and
Archives. Such a group would provide a forum for records liaison officers to
discuss issues and concerns relating to their duties. It would aso provide a
mechanism for Archives to disseminate information relating to retention
requirements and best practices and to provide opportunities for additional
training. During our testing we noted a tremendous disparity in the experience of
the records liaison officers.  Some officers were very knowledgesble about the
process, while others were not. A users group would alow new records liaison
officers to draw on the experiences of their peersin an informal environment.
Since Archives possesses the necessary expertise, it should take the lead in
coordinating such a group.

Recommendation No. 26:

The State Archives should work with the General Assembly to establish standards for
records managemen.

State Archives Response:

Agree. The State Archiveswill work with the Generd Assembly thissummer and
fdl to establish such standards. Legidative change will be sought in the 2003
sesson.

Implementation Date: June 30, 2003.
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Recommendation No. 27:

The State Archives should require the submission of inventory listings of records stored
and storage space used from each agency.

State Archives Response:

Agree. Wewill proceed to establish a process to collect thisinformation from the
agencies and anticipate beginning to request this informetion in July 2002. If
agencies do not respond to our request, we will notethisand advisethe Office of
the State Auditor.

Implementation Date: June 30, 2003.

Recommendation No. 28:
The State Archives should improve communication regarding records management
requirements among state agencies by creating ausers group. This group should include
records liaison officers from each agency, should meet on a regular basis, and should
address:

a. Records management policies and procedures.

b. Purging and destroying records.

c. Maintenance and storage of records.
State Archives Response:
Agree. The State Archives will establish a records management users group as
recommended. We will move forward to devel op a process whereby the group

will meet quarterly beginning with Fisca Y ear 2003 to address these issues.

Implementation Date: July 15, 2002.
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Convert to an Electronic Cataloging
System

Archives maintains a catalog of al permanent recordsin its possession in a paper format.
Agencies provide Archives with two copies of the Public Records Regigter, detailing the
items to be stored.  Archives stamps a record location on the copies and files them in
binders cdled Finding Aid Guides for each agency. When locating a record, Archives
personnel must manualy locate the Public Records Regidter for the item. Because this
information is filed manualy, there is only one access point to look up records. For
example, information cannot beretrieved from different computer termina sor other remote
locations. Archives also does not have the ability to perform searches by topic or
keyword, leading to more effort and time spent by staff in retrieva.

There are a variety of systems available that could aid in tracking the records Archives
keeps. Theserange from off-the-shelf database software to programs created by agency
gaff. An dectronic cataloging system would alow Archives multiple access points to
retrieve information and to process requests more quickly and efficiently. Items could be
retrieved usng a variety of search termsin addition to the item number. Archives should
investigate the options available and convert its existing inventory from a paper to an
electronic format for its cataloging system.

Recommendation No. 29:

The State Archives should investigate the various options available and convert its current
cata oging system from a paper to an dectronic format.

State Archives Response:

Agree. Effortsare currently under way to determine what the scope and resource
requirements of this project would entail. Our goad would be to make the
informationavailableontheInternet aswell. If the spending authority, funding, and
technology are available, this process could begin in Fisca Year 2003.

Implementation Date: June 30, 2003.
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| mprove Records Management Training
Provided to State Agencies

Archives provides records management training to agencies upon request. This training
covers basic records management topics, such asthe duties of the recordsliaison officers.
As of October 2001, Archives had not provided any training to agencies other than on
demand. However, we noted that severa statewide training sessions are now available
with dates listed on Archives Web ste. Although thisisastep in the right direction, we
believe that Archives should take further steps to publicize available training services.

As part of our survey of state agencies, we asked if records liaison officershad attended
an Archives-sponsored training sesson and, if so, their opinion of the quality and value of
the information they received. Individuas who stated they had attended the training had
a high opinion of the content and quality. However, we noted that 9 of the 22 records
liaison officers sated that they were unaware that Archives offered such training.

It isimportant that records liaison officersrecaive training on their duties. Staff at four out
of the five states we surveyed stated that they provided at least annud training sessons.
We bdieve that Archives should take steps to publicize its training program and conduct
at least annud training sessions for al agency records liaison officers.

Recommendation No. 30:
The State Archives should ensure that training is available to al agencies by:
a. Taking sepsto publicize the type and nature of training that is available.

b. Conducting generd training sessonsfor al agency records officers on at least an
annud bass.

State Archives Response:

Agree. The State Archives can expand information about the training
opportunities that are available to state agencies. However, there is a need for
additiona records management FTE to dothejobwell. At presentonly a.5FTE
isavailablefor statewide recordsmanagement. Conversaly, our neighboring states
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have anywhere from 3 to 12 full-time records management FTE assigned to this
responghility.

Wewill planfor an annud records management training session beginning in Fisca
Y ear 2003 assuming funding and resources are available.

Implementation Date: August 1, 2002.

Central Services

The Divigon of Centra Servicesisrespongble for providing basic services needed in dll
state agencies. These servicesinclude mail processing, messenger services, management
of thestatewidetravel program, copying, printing and graphicsdesign, microfilming, vehicle
leasing, management of the State's motor vehiclefleet, and collection of overdue accounts.
Centrd Servicesisfunded entirely from fees paid by state agencies.

| mprovements Are Needed in Direct
Billing Systems

Central Services directly hills other agencies more than $10 million each year for
centraized services. Automated billing sysemsgeneratebillsand interfacewith the State's
accounting system, as well as provide various management reports.

During our audit we identified the following control issues:

* Two dataentry people at the Print Shop can perform data-entry related functions
and modify programs. These duties are incompetible and alow the opportunity
to dter programs and billings.

* Thereis no off-dte storage of backups for some of the Direct Billing System
application files and master data files. The backup files are stored at the same
location with the computer equipment. Inaddition, no forma document is stored
off-gtethat containsal information necessary for locating key employeesand data
files
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Recommendation No. 31:
The Divison of Central Services should ensure that there is:

a. Proper segregation of duties and limited access to necessary functions by
employees.

b. Backups of gpplication files and master data files are stored off-ste in case of a
disaster.

Division of Central Services Response:
a. Agree. Implemented June 30, 2001.
b. Agree. During the audit the recommendation was made to the Network

Adminigrator that amonthly backup tapefor the Condor Server betaken off-
gte. This process was implemented June 30, 2001.
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Department of Revenue

| ntroduction

The Department of Revenue's primary role is to manage the State's tax system. Tax
collections totaled $8.7 billion in Fiscal Year 2001. In addition, the Department is
responsible for performing various other functions as follows:

C

Adminigter the State L ottery, which grossed nearly $351 million in ticket sdlesin
Fiscal Year 2001. Of thisamount, about $79 million wasavailablefor digtribution
for capita construction aswell as for parks and outdoor projects.

Act as a callection agent for city, county, RTD, specid didtrict, and severance
taxes. The Department received nearly $926 million in taxes and fees on behalf
of other entities.

Collect taxes and fees for the Highway Usars Tax Fund (HUTF), which is
primarily for the benefit of highway maintenance projects in the State. In Fiscal
Y ear 2001, amounts collected for the HUTF totaed gpproximately $742 million.
Regulate the limited stakes gaming activities in Cripple Creek, Black Hawk, and
Centrd City. The gaming communities grossed about $651 millionin Fisca Year
2001.

Enforce tax, dcoholic beverage, motor vehicle, and emissonsingpection laws.

Operate the State's 11 Ports of Entry.
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Department of Revenue
General Fund Revenue Collections

(In Millions)
$423
$552 Corporate
Other Income Tax

$1,844
State Sales T

$4,167
Individual Income
Tax

Source: Department of Revenue, Fiscal Y ear 2001 Collections Report.

In Fiscal Year 2001 the Department had a budget of nearly $476 million and 1,523 full-
time equivdent staff (FTE). The State L ottery Division had the largest share of the budget,
accounting for nearly 65 percent of the tota.

TABOR Refund M echanisms

The Taxpayer's Bill of Rights (TABOR) was added as Article X, Section 20, of the
Colorado Condtitution in the November 1992 general election. TABOR limitsincreases
in the State's revenue to the annud inflation rate plus the percentage change in the State's
population. Revenue in excess of this limitation must be refunded to taxpayers in the
following fiscd year unlessvoters approve arevenue change that alowsthe State to keep
the excess. TABOR dso dlowsthe State to use tax credits as amechanism to refund the
EXCESS revenue.

For Fisca Y ear 2001 there were nine mechanisms used to refund the $941.1 million Fisca
Y ear 2000 TABOR excess. Theseincluded the state earned income credit; the persona
property tax credit; the dividend, interest, and capital gains exemption; the capitd gains
modification; therural health care provider credit; increased child care credits; the pollution
control equipment credit; the health benefits plans credit; and the State sales tax refund.
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We examined over 200 income tax returns from seven different samples, each relaing to
one of the nine TABOR refund mechanisms. During our teswork we found controls
lacking over the issuance of some of these credits.

Ensure Only Eligible Individuals Take
TABOR Credits

Many of the credits require the submisson of documentation in addition to the standard
return that showsthat ataxpayer is digible to take the credit. Othersredtrict digibility by
the amount of a taxpayer's federd adjustable grossincome. On the basis of our sample,
we found that $343,306 in credits were erroneously granted to indligible taxpayers.
Specificdly, we found:

Over 600 taxpayers who were not appropriately certified by the
Department of Public Health and Environment claimed the rural health
care provider credit. Individuds are Satutorily required to be certified by the
Department of Public Hedth and Environment (DPHE) to take the rurd hedth
care provider credit. Health care professionas who reside and practice in areas
of Colorado that are understaffed can take a credit of up to one-third of the
amount of quaified student loans. Out of 10 tax returns in our sample for this
refunding mechanism, only oneindividua was certified by the DPHE and therefore
qudifiedto takethecredit. We compared alist of certified taxpayerswith areport
showing the tota number that claimed the credit, and found that over 600
uncertified taxpayerstook the credit for atotal amount of $309,250. Additionaly,
the certification form, which is required by statute, was missng in al 10 returns
sampled. The Department does not have any controls in place to ensure only
certified taxpayers claim this credit.

218 taxpayers erroneoudy claimed the earned income credit. Taxpayers
with afederd adjusted grossincome of less than $31,250 are digible to teke the
state earned income credit. The credit is 10 percent of their federal earnedincome
credit. In our sample of 60 tax returns, we found one individua with a federd
adjusted gross income of greater than $31,250 who had taken the credit. The
Department provided us with a report showing an additiona 217 taxpayers who
had erroneoudy claimed the credit for atota amount of $30,895.
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* Atleast seven indligibletaxpayers claimed the health benefit plan credit.
Individuas with aprior year federd adjusted gross income of less than $35,000
are eigible to take the health benefit plan credit. The credit dlows taxpayers to
dam a credit for hedth benefit plans not paid for by an employer or deducted
from federal adjusted gross income. We found 7 out of 25, or 28 percent, of
taxpayersin our samplefor thiscredit had federa adjusted grossincomein excess
of thethreshold. The errorstotaled $3,161. The Department could not provide
us with areport showing the prior year adjusted gross income of the individuas
who took the credit. The Department basically has no controls to ensure the
hedth benefit credit is gppropriately taken.

* 40returnsdid not include the Colorado Individual Credit Schedule or the
Colorado Source Capital Gain Affidavit. Duringour Fisca Y ear 2000 audit,
we found that taxpayers did not dways submit the Colorado Individud Credit
Schedule or the Colorado Source Capital Gain Affidavit. Thescheduleisrequired
by the Department when claiming certain tax credits. The Department processed
returns that were incomplete. For Fisca Y ear 2001 we found that the schedule
was not submitted in 25 out of 110 ingtances when required for the credits we
sampled, and the affidavit was not submitted in 15 out of 25 instances in our
sample of the Colorado Source Capitad Gain Exclusion. The Department requires
these forms but will process returns without them.

The Department does not have a methodology in place to verify taxpayers federd
adjusted gross income, and does not ensure that supporting documentation is submitted
with the return. Such documentation is dready required by statute or the Department's
own ingructions. Without this documentation, the Department cannot verify the digibility
of taxpayers to take the credits. Because there is no methodology in place to verify
digibility, individuas who were not eigible to take these credits, did so. The Department
should identify and bill al individuads who indigibly claimed these credits. If the schedules
are not provided by the taxpayer, the Department should not processthe return or should
evauate other methods of independently verifying the accuracy of the credit. Our audit
clearly indicates the need for verification procedures.
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Recommendation No. 32:

The Department of Revenue should ensure that only digible individuas dam and receive
TABOR credits by:

a ldentifying and billing individuas that were indigible to dam TABOR credits

b. Implementing a methodology to ensure thet taxpayers are digible for the credits
taken.

c. Processing only completereturns, or eval uating methods of ensuring that accurate
credits are clamed should the taxpayer fail to submit the required schedules.

Department of Revenue Response;

a. Agree TheDepatment iscurrently inthe process of identifying and billing any
taxpayer that isfound to have taken a credit in error. This processis part of
our regular efforts to ensure accurate filings.

The Department does have edit criteriain place that result in the review of
certain net capita gain deductions. If an affidavit was not filed, the
Department requests the affidavit.

b. Agree However, the Department is concerned that the expenditure of
resources on credits that might not exist for the next tax season is kept to a
minmum.  Further, the Department condders a number of factors in
prioritizing its resources, including the number of taxpayers affected, the
impact on processing returns, programming expense, anticipated results, and
avalability of other audit processes. The creditsidentified are fairly new and
limited to ardatively few taxpayers and only sdect tax years. The following
paragraphs describe actions being taken in response to the audit concerns:

* Earned Income Credit. Implemented: The Department aready has a
computer edit in place to check income threshold.

* Hedth Bendfit Credit. The Depatment will investigate imposng a
computer edit this year to audit for last year’'s federd adjusted gross
income. We currently planto audit thiscredit, asweexplained in thefisca
note, as part of our Fair Share section’s projects.
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* Individud Credit Schedules and Net Cepitd Gain Affidavit. The
Department must balance the need for efficient processing with the need
for auditing and compliance efforts. The TABOR crediits resulted in the
requirement that new forms be attached to the return. Manud visud
checking for the attachment of theseformswould have significantly dowed
the processing of the paper returns during the last tax season. The
Department is under tremendous pressure to process over two million
returns, many of which require refunds, in ashort period of time, to avoid
interest and refund pendties. All possible efforts to ensure compliance
with the laws are being considered.

* Rurd Hedth Care Provider Credit. The Department will investigate a
programming change to create a database to verify that the taxpayer has
acertificate. Taxpayers without certification will be contacted for more
information and, if appropriate, assessed.

c. Agree. Tothedegreepossiblegiven limited resources. The abovediscusson
describes the Department’ s activities in this regard.

Enhance Controls Over Personal Property
Tax Refund

The persona property tax refund began as a TABOR refund mechanism in Fiscal Year
1999. This mechanism dlows qualified taxpayersto clam arefund of persond property
taxespaidtodl taxing jurisdictionsinColorado.  All qualified taxpayers were required to
submit apaper return and proof of payment to claim therefund. The Department manually
processed more than 100,000 property tax returnsin Fisca Year 1999. House Bill 00-
1145 changed the process beginning in Fiscal Year 2000. The hill alows taxpayers to
receive the refund automaticaly on the basis of information provided to the Department by
county treasurers and county assessors. The counties are required to provide the
Depatment with a persona property schedule number, the taxpayer's ID number,
taxpayer's name and address, and the amount of personal property tax that was paid
timdy. During Fiscal Year 2001 about 104,000 refunds were issued, totaling $84.6
million.

We found three problems during our review of the refund process. We found that
(2) there are till more than 3,100 outstanding refund checks as of October 4, 2001, (2)
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data entry errorswere made by the Department, and (3) some countiesare till unclear on
the required information to be provided to the Department.

Resolve Outstanding Check I ssues

During our audit we found that some taxpayers were not receiving their refund checks.
The Department did a mass mailing of refund checks in August 2000 for refunds of
Cadendar Year 1999 persona property taxes paid in Calendar Year 2000. Of the
approximately 104,000 checks issued, there were more than 3,100 outstanding checks,
totaling about $1.3 million as of October 4, 2001. Among those checks, about 2,900
were issued on asingle day, August 7, 2000, totaling $1.1 million.

The outstanding checks ranged from $1 to $238,479, and most were cancelled as part of
the State' s expired check process. Although most were for $25 or less, we found that
there were 183 that were greater than $500 each. The top 10 highest amounts ranged
from $6,177 to $238,479 and appeared to belong to major corporations that are easily
located. However, the Department had only contacted 3 of the taxpayerswith thetop 10
highest amountsand 17 of the 183 with outstanding checks over $500, despite the checks
having been issued over ayear and ahalf before. We do not believe that the Department
has made sufficient efforts to locate these taxpayers given the amount of time the checks
have been outstanding.

We have asked the Department to immediately resolvethisissue. The outstanding checks
consg of (1) checks that have been mailed to taxpayers but were returned to the
Department due to incorrect addresses or any other reasons, (2) checks that have been
received by taxpayers but have not been cashed, (3) checks that have been issued but
were not mailed to taxpayers until our audit. The Department was not able to provide us
with a breakdown of the amounts for each of these categories.

It isimperative the Department attempt to locate the rightful owners of these outstanding
checks. Sincetaxpayersarenot required to submit paper returns, many may not be aware
of the refunds owed to them. The Department could provide data regarding which
taxpayers had outstanding checks to the county that originaly provided information and
work together to atempt to contact the individuas involved. Names of individuds with
outstanding checks could also be posted on the Department's Web page, in order to
provide a listing to interested parties. Alternatively, the Department should consider
whether itisviableto turn the outstanding checks over to Treasury's Unclaimed Property
section when other attempts to locate the taxpayers are exhausted.



116

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

Recommendation No. 33:

The Department of Revenue should resolve outstanding check issues to ensure that
taxpayers receive their persona property tax refunds in atimely manner.

Department of Revenue Response;

Agree. The Business Tax Accounting Section has, or will, contact the 183
taxpayers and attempt to re-issue these refunds.

Verify the Accuracy of Data Entry

Incorrect dataentry can causetaxpayersto receiveincorrect refunds. Aspart of our audit,
we tested 60 refund records and found the following problems due to data entry errors.
All the errors were corrected by the Department after we brought them to its attention.

C Two ingancesin which completeinformation was provided by counties, but some
details were omitted during data entry. This resulted in the taxpayers being
underrefunded by $866. The Department refunded the appropriate amounts to
the taxpayers.

C Four ingances in which two or more different ID numbers were entered for the
same taxpayer. Inthis case, the State overrefunded $783. The taxpayers were
hilled for the amounts owed.

C One ingance in which the amount of the tax paid was entered incorrectly. This
resulted in an overrefund of $821. Thetaxpayer washilled for the amount owed.

C Oneingancein which an invdid ID number was entered as avdid ID number.
Thisresulted in an overrefund of $32 by the State. Thetaxpayer washilled for the
amount owed.

While these amounts are small, they are indicative of a basic lack of control over the
persona property tax process.

We noted there were no edits or other verifying proceduresin place during the data entry
process for Fisca Y ear 2001 refunds. Under House Bill 00-1145, counties can file their
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reports eectronicaly or in paper format. Beginningin Fiscal Y ear 2002, the Department
plans to haveanew reporting format for countieswho will report theinformation in apaper
format. There are edits in this new format to verify the accuracy of data entry for the
amount of tax paid and the number of schedules submitted. However, there are no edits
to ensure the accuracy of 1D numbers or taxpayer addresses. The Department needs to
obtain reasonable assurance that correct information has been obtained and used to
process the refund.

The Department should continue to encourage counties to file their reports eectronicaly
and work cooperatively to reduce the submission of incorrect data.  All the errors noted
above were found in the reports filed in paper format. Approximately 39 percent of
reports were filed eectronicdly in Fiscal Year 2001. The Department also noted these
manually processed reports were where the most data entry errors occurred.

Ensure Accuracy of Information

DuringFiscal Y ear 2001 the Department had to process more than 2,800 returned checks
mainly because of incorrect address information provided by counties. The Department
gautorily relies on information provided by each county treasurer and county assessor to
processtherefund. While some counties provided correct information to the Department,
others did not. For example, some counties provided street addresses while the post
office only ddlivered to P.O. boxes in some aress.

House Bill 01-1287 modified the administration of the credit. Thebill requires each county
to submit one set of combined information from the county treasurer and the county
assessor. Prior to House Bill 01-1287 both the Treasurers had sent in separate reports
on the same data. These reports sometimes contained inconsistent information. The
Department aso has provided counties with a new form to report necessary informetion.
In the new form, there are specific ingtructions to ask for the ID number and mailing
address, etc. In addition, the Department held meetings with county personnel to discuss
the new procedures and requirements.

The accuracy of theinformation provided by countiesisvita to the success of the property
tax refund process. We contacted three of the largest counties in the State regarding the
personal property tax refund. Representatives from two of the counties attended the
meeting held by the Department and are aware of the new procedures and requirements.
One county experienced many problemsin Fiscal Year 2000 and is expecting the same
problems again in Fisca Year 2001.
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Recommendation No. 34:
The Department of Revenue should enhance persona property tax refund procedures by:

a. Ensuring dl theinformation furnished by the countieswill be entered correctly and
encouraging counties to file the report eectronicaly.

b. Providing additional training and assistance to counties so that they can provide
more accurate required informetion.

Department of Revenue Response:

Implemented: All procedures surrounding persond property tax refunds were
dramaticaly changed and improved prior to the November 2001 refunds.

a. As of the October 1, 2001 deadline, 86 percent of dl counties had filed
eectronicdly.

b. Since the November 2001 refunds were issued, only one county submitted
incomplete informetion.
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Office of the State Treasurer

| ntroduction

The Office of the State Treasurer is established by the State Condtitution. The Treasurer
is an eected officia who serves a four-year term.  The Office manages the State's
invesments, and implements and monitors the State's cash management procedures.
Other duties and respongbilities include:

* Recaving, managing, and disburaing the State's cash.

o Safekeeping the State's securities and certificates of deposit.

*  Managing the State's Unclaimed Property Program, the School Didtrict Loan
Program, and the Elderly Property-Tax Deferra Program.

The State's pooled investments are made up of a variety of securities as shown in the

following chart:
Colorado Treasury Pool Portfolio Mix
June 30, 2001
(In Millions)
Corporate
$451 U. S. Treasuries
$879
Federal Agencies Certificates of
$426 Deposit
$70
Commercial
Asset Backed

/ _— Paper
$409

Securities ——

$539
Mortgage Backed \ Bankers
Securities Acceptances
$57 Money Markets $50

$150

Sour ce: Office of the State Treasurer records.
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Ensure Custodial Funds Receive I nterest

The Treasurer's Office held over $190 million in cash on behdf of othersin Fiscd Year
2001. This amount is recorded in about 70 custodia funds on the State's accounting
system. The funds range from sdes taxes collected by the Department of Revenue for
citiesand counties to collatera received by the Oil and Gas Conservation Commission
from operators to conduct oil and gas operations. The amounts recorded in the custodial
funds are deposited as part of the Treasury's pooled cash, and interest is earned on the
deposits. Since the Treasurer's Office acts as the custodian of the monies, the interest
earned should not be credited to the State. Instead, the interest belongs to the entities.
During our testing we noted that the Treasurer's Office was not crediting interest received
to the custodia funds as required.

In Fiscd Year 1991 the Treasurer's Office obtained an Attorney Genera's opinion
regarding the payment of interest to custodiad funds. The opinion specificaly stated that
interest earned on a cugtodia fund is to be credited to that custodia fund. During Fisca
Year 2001 we noted that about 30 custodid funds recelved the interest due, while the
interest for theremaining approximately 40 fundswas credited to the State's Generd Fund.
We edtimated that the Genera Fund received about $2.2 millionininterest that should have
been credited to custodia funds in Fiscal Years 2000 and 2001. The mgority of this
amount related to sales and saverance taxes collected on behdf of cities and counties a
the Department of Revenue. Therefore, the interest should have been paid to these cities
and counties.

In the past the Treasurer's Office has credited interest to custodial funds only after a
request from another state agency. This was because the Office had no definitive way to
determine whether the funds were actually custodia in nature and should be recaiving the
interest. We believe that since the Attorney Generd's opinion was addressed to the
Treasurer's Office, it is the Office's respongibility to ensure that custodid funds are
recelving interest. Therefore, the Treasurer's Office should work with state agencies to
identify which custodia fundsare not currently receiving interest and ensure that such funds
receive the proper amount due them.

In addition, the amount of interest recorded in the State's accounting system can have an
impact on TABOR revenue. The source of the interest received determines whether
interest revenue should be included in or excluded from the TABOR base.  Interest
credited to the State's General Fund is included as TABOR revenue. We have brought
this to the attention of the Treasury's staff who arein the process of identifying which funds
should have received interest and theamount. This processwill be completed by June 30,
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2002, and the impact on TABOR and agency funds will be assessed at that time.
Therefore, the State Treasurer's Office should determine the amount of interest that should
have been paid to the custodia fundsin the past threefisca years and the TABOR effect,

if any.

Recommendation No. 35:

The Treasurer's Office should ensure that dl custodia funds receive the proper amount of
interest due by:

a. Working with state agencies to identify the custodia funds that should receive
interest.

b. Determining how much interest should have been paid to custodia funds instead
of the State's Genera Fund for the past three fisca years.

c. Determining the TABOR effect, if any, on the interest recorded in the State's
Generd Fund ingtead of the cugtodia funds.

Treasurer's Office Response:

Agree. The Treasurer agrees with the requirement to pay interest on those
accounts that are custodid. The Treasurer also agrees that the Treasurer is the
gppropriate authority to determine which accounts are or are not custodid.

Section 24-36-114, CR.S, gives the Treasury the fiduciary and statutory
responghility to credit al interest earnings on “state money” to the Generd Fund
unless expresdy directed otherwise. This obliges the Treasurer to operate upon
the presumption that interest earnings from any funds on depost in the Treasury
are credited to the Generd Fund unless he receives statutory direction or
appropriate documentation that alows him to make a determination that the fund
is custodia. Therefore asamatter of policy, the agency or department that opens
the account must provide the Treasurer theinformation he needsto determine that
the account iscustodial. Without that documentation, hewill presume the account
isnot custodia and continue to credit the interest to the General Fund.

Over the past several months, the Treasurer has repeatedly asked the other
departments to update their ligts of custodid accounts and to provide the
documentation to support that list. Included in these requests was a detailed
descriptionfrom the Attorney Generd’ s opinion explaining the nature of custodia



State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

funds. Unfortunately, to date, the Treasurer hasreceived aminima responsefrom
the other departments to these letters. Significantly, of the few responses the
Treasurer has received, the mgority were for accounts that the Treasurer
determined were not custodidl.

The Treasurer will send another request that the agencies and departments update
their lists of current custodia accounts by March 31, 2002. When the Treasurer
receives information from the agencies and the departments, he shdl complete
steps b. and c. of the recommendation.

To ensure the proper recording of interest, the Treasurer will request updated
information from agencies on an annud basis.

Implementation date: June 30, 2002

Compliance With Colorado Funds
M anagement Act

The Colorado Funds Management Act (the Act), (Section 24-75-901, C.R.S.), was
enacted to allow the State to finance temporary cash flow deficits caused by fluctuations
in revenue and expenditures. Under the Act, the State Treasurer isauthorized to sell Tax
and Revenue Anticipation Notes (TRANS). TRANS are short-term notes payable from
the future anticipated pledged revenue.

The Office of the State Auditor reviewsinformation relating to tax and revenue anticipation
notes and reportsthisinformation to the Generd Assembly asdirected by Section 24-75-
914, C.R.S. Thisreport section provides information about the July 3, 2001, issuance of
$150 million in Generad Fund Tax and Revenue Anticipation Notes (heresfter referred to
as the Series 2001A Notes) and the October 12, 2001, issuance of $600 million in
Generd Fund Tax and Revenue Anticipation Notes (hereafter referred to as the Series
2001B Notes).

Termsand Price

Both series of Notes have a maturity date of June 28, 2002, and are not subject to
redemption prior to maturity. This date complieswith the Act, which requires the maturity
date to be at least three days prior to the end of the fisca year of issue. Thetable onthe
following page provides other details of the terms and price.
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State of Colorado
Details of Series 2001A and 2001B Note | ssues

|ssue Amount: 2001A $150,000,000
2001B $600,000,000
Denomination (Both Series) $5,000
Premium on Sde 2001A $2,043,600
2001B $3,723,300
Face Interest Rate: 2001A 3.50%
4.00%
2001B 3.00%
3.25%
Average Interest Cogt to the State:
2001A 2.551%
2001B 2.144%

Sour ce: Office of the State Treasurer records.

Notesin each seriesareissued a different faceinterest rates. Thesearetheratesat which
interest will be paid on the Notes. The average interest cost to the State differs from the
face amount because the Notes are sold at apremium, which reducesthe interest expense
incurred.

Security and Sour ce of Payment

Inaccordance with the Act, principal and interest on the Series 2001A and 2001B Notes
are payable soldy from any cash income or other cash receipts recorded in the General
Fund for Fisca Year 2002. Generd Fund cash receipts include those that are subject to
gopropriation in Fiscad Year 2002 and any pledged revenue, including the following:

* Revenue not yet recorded in the Generd Fund at the date the Noteswereissued.
* Any unexpended Note proceeds.

* Proceeds of internd borrowing from other state funds recorded in the Generd
Fund.



124

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

The State Controller will record monies reserved to pay the principa and interest of the
Notes in the Series 2001 Note Payment Account (Account). The holders of the Notes
are secured by an exclusivefirgt lien on assetsin the account. The State Treasurer holds,
in custody, the assetsin the Series 2001 Note Account.

If the ba ance in the Account on June 15, 2002, islessthan the principa and interest of the
Notes due a maturity, the Treasurer must deposit into it al General Fund revenue then
available and borrow from other state funds until the balance meets the required level.

The amount due a maturity for Series 2001A is $155,818,056, conssting of the Note
principal of $150,000,000 and interest of $5,818,056. The amount due at maturity for
Series 2001B is $612,871,111, consisting of the Note principa of 600,000,000 and
interest of $12,871,111. To ensure the payment of the Series 2001A and 2001B Notes,
the Treasurer has agreed to deposit pledged revenueinto the Account so that the balance
on June 15, 2002, will be no lessthan the amount to berepaid. The Note agreement dso
provides remedies for holders of the Notesin the event of default.

L egal Opinion
Kutak Rock LLP, bond counsd, have stated that, in their opinion:

* The State has the power to issue the Notes and carry out the provisons of the
Note agreements.

* The Series2001A and 2001B Notesarelegd, binding, secured obligations of the
State.

* Interest onthe Notesisexempt from taxation by the United States government and
by the State of Colorado.

| nvestments

Boththe Colorado Funds Management Act and the Series 2001A and Series2001B Note
agreements alow the Tressurer to invest the fundsin the Account in digible invesments
until they are needed for Note repayment. Interest amounts earned ontheinvestmentsare
credited back to the Account. The State Treasurer is authorized to invest the fundsin a
variety of long-term and short-term securities according to Article 36 of Title24, CR.S.
Further, Section 24-75-910, C.R.S,, of the Funds Management Act dtates that the
Treasurer may:
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* Invedt the proceeds of the Notesin any securitiesthat arelega investmentsfor the
fund from which the Notes are payable.

»  Depogt the proceedsin any digible public depository.
Purpose of the I ssue and Use of Proceeds

The Notes are being issued to fund the State's anticipated General Fund cash flow
shortfdls during the fisca year ending June 30, 2002. The proceeds of the sae of the
Notes were deposited in the State€'s Genera Fund. Note proceeds will be used to
dleviae temporary cash flow shortfals and to finance the State’s daily operations in
anticipation of taxes and other revenue to be received later in Fiscd Y ear 2002.

Additional Information

The Notes were issued through a competitive sale. A competitive sale involves a bid
process in which notes are sold to bidders offering the lowest interest rate.

The Notes issuance is subject to the Internd Revenue Service's (IRS) arbitrage
requirements. Ingenerd, arbitrage isdefined asthe difference between theinterest earned
by investing the Note proceeds and the interest paid on the borrowing. In addition, if the
State meets the IRS safe harbor rules, the State is alowed to earn and keep thisarbitrage
amount. The Department of Treasury is respongble for monitoring compliance with the
arbitrage requirements to ensure that the State will not be ligble for an arbitrage rebate.

State Expenses

There are expensesincurred by the State that are directly associated with theissuanceand
redemption of the TRANS. These expensesinclude:

* Bond legd counsd fees and rembursement of related expenses incurred by the
bond counsd.

» Disclosure counsd fees and expenses.
» Feespaid to rating agencies for services.

» Costsof printing and distributing preliminary and find offering satements and the
actua notes.
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» Trave cods of state employees associated with note issuance and sdection of a
financid advisor.

* Redemption costs, congsting of fees and costs paid to agents to destroy the
redeemed securities.

The above expenses were approximately $122,000 for the Series 2001A and Series
2001B Notes.

No recommendation is made in this area.
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Department of Transportation

| ntroduction

The Colorado Department of Transportation is responsible for programs that impact all
modes of trangportation. The State Transportation Commission governs its operations.

In Fiscal Year 2001 about 78 percent of the Department’ s expenditures were related to
congtruction funded by the Federd Highway Adminigtration (FHWA) and state sdlesand
usetax funds. The Department’ s portion of the State Highway Users Tax Fund (i.e., the
State Highway Fund) and various aviation-rdated taxes fund most of its other
expenditures. The Department adso receives monies from other federd agencies that it
passes through to loca governments and other entities for highway safety and
transportation improvement programs.

The FWHA funds are used for research, planning, and congtruction of highways. The
State Highway Fund and Bond Revenues pay for highway maintenance and operationsand
about 65 percent of any highway congtruction not covered by FHWA funds.

The fallowing comments were prepared by the public accounting firm of Arthur Andersen
LLP, who performed audit work at the Department of Transportation.

Perform Monthly Reconciliation of Note
Proceeds Accounts

During Fiscal Years 2000 and 2001 the Department issued Transportation Revenue
Anticipation Notes. The proceeds from the issuance of the Notes are maintained in three
bank accounts, which in aggregate totaled about $1.03 billion at year-end.

We found that the Department does not reconcile between the bank statements and the
generd ledger on amonthly basis. Failure to reconcile bank accounts monthly increases
the risk that transactions recorded by the bank (e.g., interest and dividends) are not
recorded in the genera ledger, or vice versa, leading to a misstatement of cashbalances.
We noted that the Department did not record about $172,000 of dividends earned as of
year-end.
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Monthly reconciliations would have detected this difference and facilitated the recording
of the dividend income in atimely manner. Anindividua should be assgned and trained.
A dandard template should be developed to smplify completion of the monthly
reconciliation.

Recommendation No. 36:
The Department of Transportation should:

a. Create a gandard template for use in completing reconciliations of the Note
proceeds bank accounts.

b. Assgn one individua to perform the reconciliations for the Note proceeds
accounts.

c. Provide adequate training for the assigned individua so that the proper
reconciliation procedures are fully understood.

Department of Transportation Response:

Agree. Bank reconciliations will be assgned to an individud and these
reconciliations will be accomplished on amonthly basis.

Implement December 31, 2001.

Ensure Leases Are Properly Classified and
Future Payments Are Correctly Reported

The Department | eases equipment for useinitsoperations, such as copiersand other office
equipmert. As of year-end, the Department has entered into leases that will require
aggregate future payments of about $2.7 million. During our audit we found two problems
with the recording and accounting for leases, asfollows:

The Department does not have formal policiesor proceduresin placeto evaluate
the classification of leases. The Depatment currently classfies dl new leases as
operating leases. This trestment may not be correct.
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There are two types of leases, capitd and operating. Capital leasescongst of itemssuch
as equipment that is essentidly consdered as being owned. The equipment is recorded
as an as=t of the Department and the debt isrecorded asaliability. The principa portion
of future paymentsis offset againg the liability, and only theinterest portion isrecorded as
an expense on the statement of operations. In contrast, operating leases do not giverise
to property rights or obligations. As such, al payments related to operating leases are
recorded as |ease expense.

While we did not find any leases that were classified incorrectly, aformal process should
be put in place to evauate the classfication of dl leases. Certain individuas should be
assigned the responghility for reviewing leases.  Accounting standards contain the
authoritative criteriafor capita versus operating leases and should be incorporated into a
checkligt to ad in the classfication. Failure to perform such an evauation may result in
dassfying cepita leases as operating, causing a misstatement of the related assets,
obligations, and expenses.

The Department isnot properly compiling therequired infor mation of futurelease
payments. For operating leases, financid accounting sandards require disclosure of the
future lease payments that will be due within each of the five years following the balance
sheet date, and the aggregate amount thereafter. We noted errors in the Department’s
compilationof thisinformation. The Department cal cul ates future minimum lease payments
from a summary schedule prepared from the Department’s records.  Errors that were
noted included expired and cancelled leases on the summary schedule, and certain leases
on the schedule multiple times. We tested 13 leases rlated to the future minimum lease
disclosure and found an overstatement of future lease payments of about $68,000.

Theseerrorsresulted from alack of formal proceduresthat providefor adequate oversight
by the accounting department in obtaining information from other divisons of changes in
the payment amount and lease terms and a lack of controls in the compilation of the
summary schedule. Errorsin the preparation of the summary lease schedule may result in
over- or understatement in the disclosure of future obligations under operating leases.

Recommendation No. 37:
The Department of Trangportation should:
a. Ensure that leases are properly classified as operating or capital. A checklist

should be developed that lists out the criteria for capita lease accounting. This
checkligt should be completed at the initiation of every new lease. Assgn the
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responsibility of lease evaluation to certain employees and provide training on
capitd lease criteria

. BEvauate the completeness and accuracy of the operating lease summary schedule

used to compile the future minimum lease disclosure.

Review the operating lease summary schedule for accuracy at year-end. This
review should include verification with the responsible party that the reported
leases exist and that the terms are accurate. The review should also include a
confirmationthat each leaseis only included on the schedule once and that all new
lease agreements are included.

Department of Transportation Response:

Agree. Dueto funding congraints, the Department does not typicaly enter into
capital leases. However, since the possbility exigts to inadvertently execute a
capital lease, a checklist will be developed to ensure the timely and accurate
reporting of al leases. Implement June 30, 2002.




131

Department of Health Care Policy
and Financing

| ntr oduction

The Department of Hedlth Care Policy and Financing (HCPF) deve ops financing plans
for public hedth care programs. In Fiscal Year 2001, HCPF spent about $2.3 hillion to
adminigter its programs including Medicaid and the Children’s Basic Hedlth Plan. Please
refer to page 35 in the Financid Statement Findings section for additional background
information.

The fallowing commentswere prepared by the public accounting firm of BKD, LLP, who
performed audit work at the Department of Hedlth Care Policy and Financing.

Ensure Costs Are Allowable

Under thefederal Medicaid program, certain expenditures are considered alowable costs
and thereby quadify for rembursement by thefederd government. Tota Medicaid program
expenditures, excluding adminidrative costs, were over $2.1 billion for Fiscal Y ear 2001,
whichrepresentsafedera share of just over $1 billion. The audit tested adtratified sample
of 127 program expenditures and credits with a net value of $3,790,882 (federa share
$1,895,441) for dlowability under Medicaid regulations.

The types of errorsidentified in the sample continue to be smilar to those found during the
previous two fiscd years audits. Overal, evaluation of the sample identified 51 program
expenditures that did not comply with one or more of the dlowable cost criteria for the
Medicaid program. These 51 items had avalue of $44,681 (federal share $22,341). The
errors were asfollows:

» Electronic Data Interchange Agreements and Adequate Support for
Claims. There were 43 out of 127 ingtances in which no Electronic Data
Interchange agreement for the billing provider was available for our review. By
not confirming these agreements arein place with providers, the Department does
not adequately ensure providers are aware of their obligation to have medical
records to support the claims submitted. Payments for claims unsupported by
medical records are not alowed under the Medicaid program.
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Prescription Credits. Therewere6 of 11 sampleitemsin which documentation
was not present to indicate whether prescriptionswere picked up by theMedicaid
recipient within the prescribed 14-day period. Regulations dlow the costs for
prescriptions to be billed only if the recipient obtains the prescription within 14
days. Should a recipient not pick up a prescription within that time frame, the
provider is required to credit the origind cost back to the program. This
requirement isstated clearly in the Pharmacy Provider Manua supplied by HCPF.

Effective June 1, 2000, HCPF approved an amendment to the pharmacy provider
agreements requiring that the provider maintain alog documenting the sgnature of
the Medicaid recipient and the date the prescription was picked up. During our
tesing in Fiscal Year 2001 it was evident that some pharmacy providers were
unable to provide this documentation for sample items. The Department intends
to establish procedures to monitor and periodicaly test the pharmacy signature
logs during Fiscal Y ear 2002 to ensure the Medicaid program receives credit for
prescriptions not claimed within 14 days.

Trangportation Claims. There were two nonemergency county transportation
damstested. Both werebilled directly by the transportation provider rather than
by the appropriate county as required. Further, the services required prior
authorization; however, approval occurred on atrip sheet submitted after the date
of sarvices. Additiondly, two nonemergency Home and Community Based
Services (HCBS) trangportation services did not have documentation supporting
prior authorization of the services.

Private Duty Nursing. Theonehomehedth private duty nursng clamreviewed
was for services that require prior authorization. No prior authorization was on
file The Department indicates that it subsequently made a change to the State's
automated data processing system for payment of Medicaid clams; this change
will require prior authorization before payment on these types of claims occurs.
However, this error is further evidence that the Department should conduct the
automated data processing reviews to ensure adequate interna controls are in
place over clams processing for Medicaid. Currently only limited reviews are
taking place. Thisissue s discussed further in Recommendations No. 39, 45, 46,
and 47 below. (CFDA Nos. 93.777, 93.778; Medicaid Clugter; Allowable
Costs)
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Recommendation No. 38:

The Department of Hedlth Care Policy and Financing should ensure payments are made
only for alowable costs under the Medicaid program by:

a. Ensuring that Electronic Data Interchange agreements are current for every
provider submitting batch transactions before payment is made for those claims.

b. Egablishing procedures to randomly test pharmaceutical providers compliance
with established requirements of maintaining chronologica logs of the Medicad
recipient signatures and following up, as appropriate, to ensure credits are
received for prescriptions not claimed within 14 days.

c. Reviewing and revisng proceduresfor processing trangportation clamsto ensure
only authorized transportation services are provided and paid.

d. Edablishing and documenting reviews of the Medicaid claims processing system
to ensure all services requiring prior authorization are screened for receipt of
authorization before payment ismade. Thelist of such services should be updated
on arecurring basis.

Department of Health Care Policy and Financing
Response:

a. Agree Updating the Electronic Data Interchange agreements is part of the
five-year provider reenrollment plan scheduled for completion by July 1, 2005.
The Department is currently in the process of updating the Primary Care
Physcian's Electronic Data Interchange agreements.  The current provider
applicationincorporates the Electronic Data I nterchange agreement so that all
providers enrolling must sign the form.  The agreements will need to be
modified when the Hedth Insurance Portability and Accountability Act is
implemented. The absence of an Electronic Data Interchange Agreement is
a documentation issue and does not dter the correct processing and edit
checks through the Medicaid Management Information System; it does not
directly indicate improper payments.

b. Agree. Beginning in the third quarter of Fiscd Year 2002 the Program
Integrity Unit will begin random yearly reviews of a sample of pharmacy
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providers. Each review will encompass a3-month time period and assessthe
provider's compliance in maintaining an accurate prescription receipt log.
Compliance to daims reversd will be evauated when prescriptions have not
been picked up from the pharmacy within 14 calendar days. Appropriate
provider education and/or demand |letters for recovery of overpayments less
than $200 will be issued at the conclusion of the review.

c. Agree. The Department has proposed revised trangportation benefit rules
which are to be presented to the Medicd Services Board for first reading on
November 9, 2001. If passed, they will go to second reading on December
14 with an effective date of February 1, 2002. The proposed rules provide
clarification on the correct procedures for obtaining prior authorization for
trangportation services.

The Department is issuing a Request for Proposal (RFP) for a Statewide
transportation broker to beimplemented by July 1, 2002. Thetransportation
broker will provide the prior authorization for non-emergent transportation,
provide the reimbursement for transportation services, and maintain the
administrative oversght and reporting for non-emergent transportation.
Trangportation claims for non-emergent transportation will no longer be
processed through the fiscal agent once the transportation broker is
implemented.

d. Agree. The Depatment continuesto work with the fiscal agent to ensure that
the Medicaid Management Information System has edits designed to prevent
payment for unauthorized services. The Department will review these editsto
ensure they are being set properly. Further, the Department will review the
service codes that are to be prior authorized to ensure that the authorization
indicators are set correctly. Completion scheduled for April 2002.

Perform Reviews of Controls over
Automated Systems

The Medicaid program is dependent on extensive, complex computer systems and the
interna controls over such systems for ensuring the proper payment of Medicaid benefits.
Federd regulations (45 CFR 95.621) require state agencies to establish and maintain a
program for conducting a biennia risk analysis and security review of automated systems
for the Medicaid program. The purpose of these requirements is to ensure that
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appropriate, cost-effective controls and safeguards are incorporated and operating as
intended in Medicad clams payment sysems. The Department contracts with a
nongovernmental service organization that functions as the fisca agent for the Medicad
program and is responsible for the operation of the Medicaid Management Information
System (MMIYS), the automated claims processing system for the Medicaid program.

Inboth Fisca Y ear 1999 and 2000, we found that the Department was not conducting the
required biennia risk analyssand security review of MMIS. During the Fisca Y ear 2001
audit, we noted that the Department had compiled policies for MMIS and had reviewed
the physica security for the system. However, HCPF did not provide evidence that the
biennid risk analysis had been performed.

In addition to meeting these federa requirements, the Fiscd Year 1999 and 2000 audits
recommended that the Department ensure that an independent assessment of the interna
controls over MMIS s performed on aregular basis. Our Fiscd Y ear 2001 audit noted
that thesereviewsaredtill not taking place. The Department’ scontinued lack of systematic
testing of internd controls over MMIS creates concern about the accuracy of Medicaid
payments. For example, many of the variables used in cdculating Medicaid paymentsare
input manudly. If an error is made, claims may not be processed correctly. The need to
test internal controls over MMIS was dso addressed in the Medicaid Management
Information System Performance Audit (May 2001, Report No. 1334) conducted by
the Office of the State Auditor (see Recommendations Nos. 45, 46, and 47).

Because of the volume of clams processed through MMIS, it is criticd that the
Depatment ensure that data are secure, accurate, and safeguarded, and that interna
controls are in place and operating asintended. On average, MMI'S processes over one
million claims each month. As mentioned earlier, expenditures for services under the
Medicaid program were about $2.1 billion in Fiscd Year 2001.

(CFDA Nos. 93.777, 93.778; Medicad Cluster; Special Tests and Provisons
(Automated Data Processing)).

Recommendation No. 39:

The Department of Health Care Policy and Financing should ensure adequate controlsare
in place over automated systems for the Medicaid program by:

a. Performing and documenting biennid risk andysisfor the MMIS and following up
on any corrective action deemed necessary as aresult of that andyss.
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b. Implementing aregular, systematic, independent assessment of controls over the
Medicaid Management Information System.

Department of Health Care Policy and Financing
Response:

a. Agree. The Depatment will conduct a risk anadyss of the Medicaid
Management Information System during Fiscal Year 2002. The andysswill
be done in conjunction with the annual security review.

b. Agree. The Depatment currently conducts regularly scheduled clam
processing assessment reviews. Inaddition, new controlsover edit resolutions
and reference file changes have been implemented. During Fisca Y ear 2001
the Officeof the State Auditor conducted aperformance audit of the Medicaid
Management Information System. The recommendations of the audit are
currently being implemented. The fiscd agent is planning an independent
assessment of controls for its data facility for Caendar Y ear 2002.

| mprove Oversight Over Eligibility

The audit reviewed the Department’ s proceduresfor complying with federd requirements
for determining the digibility of theindividua s who receive benefits and the providerswho
receive reimbursements under the Medicaid program. HCPF has established an
agreement with the Department of Human Services (DHS) to oversee the determination
of individuas digibility for Medicaid through county departmentsof socid services. These
departments are under the oversight of DHS. County departments are responsible for
inputting information related to individuals digibility into the Client-Oriented Information
Network (COIN) system or the TRAILS system, whichtracks and monitors beneficiary
dighility. The information in COIN and TRAILS is used by MMIS in determining
whether or not aclaim should be paid on the basis of the individud’ s digibility.

For providers, HCPF contracts with its fiscal agent, anongovernmental service provider,
to determine providers digibility for recaiving Medicaid payments. Nonetheless, under
federa regulations the Department of Health Care Policy and Financing remains ultimately
responsible for the Medicaid program. This meansthat HCPF must have controlsin place
to ensure compliance with state and federd regulations for al aspects of the Medicaid
program, whether performed directly by the Department, or by another entity through
contractud or other formal agreements. As mentioned above, in Fiscal Y ear 2001, HCPF
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paid Medicaid benefitsto various providersin excess of $2.1 billion on behdf of individua
beneficiaries.

In Fisca Year 2001 our audit identified beneficiary digibility errorsin 3.1 percent (4 of
127 items) of the transactions tested; that is, instances in which payments were made on
behdf of individudsnot digiblefor Medicaid. Thisisan increasefrom the 1 percent error
rate found in the transactions tested during the Fiscal Y ear 2000 audit.

Inthe areaof provider digibility, we continued to identify asignificant number of ingtances
in which the documentation of required licenses was lacking, as was the case in the prior
audit.

Individual Eligibility

The audit tested individud digibility for 127 expenditures by reviewing filesfrom the county
departments of socid sarvices and determining whether individuas information was
properly reflectedin COIN. Weidentified four payment errorswith anet vaue of $3,140
(federal share $1,570). Further, we noted that there was no documentation in any of the
filesindicating that HCPF had attempted to recover the overpayments. The errorsare as
follows

* Intwo ingtances, file documents indicated that the beneficiaries were not digible
a the date of service. The information contained in COIN showed the
beneficiaries were digible, and therefore the clams were paid.

* Inoneingance, documentsindicated that theindividud wasindigiblefor Medicad
because hisincome exceeded the 300 percent eigibility level for Old Age Pension
(OAP). Theinformation containedin COIN indicated the beneficiary wasdligible,
and the claim was paid.

* Inoneingance, abeneficiary’s date of death preceded the capitation payment
date, and the claim was paid.

The Department reports that it does not perform random testing of digibility across dl
program aress. Instead, through a federaly approved pilot project, digibility testing is
targeted toward areas considered to be of high risk. However, under this approach the
Department doesnot ensurethet al areasare periodicaly tested for digibility determination
accuracy. Inaddition, periodic random testing would enablethe Department to reevauate
itS risk assessment.
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According to federa regulations, individuas must be digible for the Medicaid programin
order to receive benefits (42 CFR Part 435, Subparts G and H). By not ensuring that
dient digibility is accuratdy determined and ensuring thet digibility information in COIN
is accurate, HCPF risks that benefits may be paid on behdf of indigible individuds. If
erroneous payments were made, HCPF would have to repay to the federa government
any Medicaid monies previoudy reimbursed to the State for these individuas.

(CFDA Nos. 93.777, 93.778; Medicaid Clugter; Eligibility (Client Eligibility).)

Recommendation No. 40:

The Department of Hedlth Care Policy and Financing should strengthen controls over the
igibility process for individuas under the Medicaid program by:

a.  Working with the Department of Human Services to implement control policies
and testing procedures to ensure al county departments of sociad services are
maintaining current and complete files for Medicaid-digible bendficiaries.

b. Egablishing control proceduresto ensureclamsare not paid for anindividua who
is indligible for benefits and to ensure individuds no longer mesting digibility
requirements are disenrolled in atimely manner from the Medicaid program and
any associated payments are recouped for benefits paid on behdf of inligible
individuds.

c. Performing periodic randomtesting of digibility damsin conjunctionwith targeted
reviews to ensure digibility is being properly determined, documented, and
reported.

Department of Health Care Policy and Financing
Response:

a. Agree. The Department of Hedlth Care Policy and Financing has been
working with the Department of Human Services to coordinate county
digibility training and edtablish protocol for answering county digibility
questions. Additionally, the HCPF Eligibility Section is currently working on
aVolume 8 state Medicaid rules revison project. The god of this project is
to revise the date rules related to determination and redetermination of
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Medicad digibility to make the rules more clear and user-friendly. The
revison of rules should be completed by August 2002.

b. Agree. The Department agrees that an error occurred with regard to
recouping the capitation payment that was made on behdf of the deceased.
The Department is committed to ensuring that Medicaid payments are made
on behdf of digible clientsonly. Under current Medicaid process, recipients
are informed of thar rights and responghilities at the time of application.
Current client respongibilities require thet digible families or individuas notify
their county department of any change in household circumstance within 10
days. This applies to the death of a household member. In the error cited
above, thefamily natified thair county and thedigibility technician discontinued
the case within the dlowable time frame. Unfortunately, this occurred at the
end of the month after the mental heglth capitation was issued.

With regard to the recoupment issue, under managed care, payment for
sarvices is issued prospectively, which cregtes a chalenging Stuation for the
Department, especidly in the instances of birth and death. Because of the
reliance on client reporting of those events, these Stuations usudly require
manud adjustments to payment. Currently, when the Department  becomes
aware of a payment that was made on behdf of a client who died, a manua
transmittal isissued to recoup the payment. To further ensure that erroneous
payments are recouped, the Department is modifying the Medicad
Management Information System to automate this recovery process. A
change request detailing the need for amonthly, automated reconciliation was
developed and submitted to the fiscd agent for implementation. The
Department expects to have this process in place by December 2002.

c. Agree. Asdated previoudy, since 1994 the Department no longer performs
random testing of eigibility. Instead, it targets specific aress for testing,
otherwise known as Qudity Control pilots. The Center for Medicare and
Medicaid Services, formaly known astheHedthCae Fi nancing
Adminidration, gives dates the option of fulfilling the federd Medicad
Eligibility Qudity Control (MEQC) requirements by either traditional case
reviews or pilot projects. The purpose of MEQC reviews is to effectively
identify and reduce erroneous payments. Colorado chose the pilot option
because it alowsthe Department to gpply our expertisein Medicaid digibility
to focus our QC reviews and resourceson areas  where errors are more
likely to occur.
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The Department recognizes the vaue of randomized sampling; however, the
federa pilot standards require al of our current MEQC resources. The
Department is in the process of developing a sampling methodology for the
Colorado Benefits Management System (CBMS) that will alow us to more
reedily sampledl digibility categories. We anticipatethat this sampling will be
in place by August 2002.

Provider Eligibility

The Department has contracted with itsfisca agent to determinethedligibility of providers
to recelve reimbursement for services under the Medicaid program. As part of this, the
fiscdl agent isrequired to maintain documentation to support that the medica providersare
licensed in accordancewith federd, state, and loca laws and regulations (42 CFR sections
431.107 and 447.10; Section 1902(a)(9) of the Socia Security Act).

Out of the sample of 127 Medicaid expenditures, the audit found 86 instances of provider
digibility errorsrelated to lack of documentation of required licenses and regigtrations. In
some cases more than onetype of error wasidentified with aparticular provider. Thetota
vaue of payments made to providers in the sample for which one or more errors were
identified was$977,461 (federa share$488,731). Theauditidentified thefollowingerrors:

* 29 provider files did not contain a signed copy of the provider agreement.
According to federa regulations (42 CFR 8§431.107), theremust be an agreement
between the state Medicaid agency and each provider furnishing services for
which rembursement is dlaimed.

» 71 provider fileslacked documentation of one or more required licenses.

* 16 hospital, long-term care, and intermediate-carefacilitieslacked documentation
of certification to operate in accordance with the State's health and safety
gtandards from the Department of Public Hedth and Environment.

In response to our audit recommendation in this area last year, HCPF indicated that it
would develop a five-year reenrollment plan for providers to address these types of
problems and improve documentation of provider digibility. During Fiscdl Y ear 2001 the
Department established aprovider enrollment committeethat isresponsiblefor developing
adrategic plan for provider reenrollment. The Department has terminated providers with
unknown addresses, providerswith only post office box addresses, and providerswith no
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dam activity for the past three years. The Department has initiated a Primary Care
Physician reenrollment process that requires updated provider agreements and proof of
licensure; thisinformationisbeing entered into MMIS. Findly, the Department isreviewing
licenang information from the Department of Regulatory Agencies, and if licenses are
expired, revoked, or inactive, the providers are terminated in MMIS,

If paymentsare madeto indigible providers, the Department would haveto refund monies
previoudy reimbursed to the State by the federal government. Therefore, the Department
should continue efforts to ensure that the fiscal agent meets requirements related to
provider digibility. (CFDA Nos. 93.777, 93.778; Medicad Cluster; Provider Eligibility
(Specid Testsand Provisions).)

Recommendation No. 41:

The Department of Hedth Care Policy and Financing should improve controls over
provider digihility by:

a.  Requiring the fiscd agent to review dl provider filesto ensure each fileincludesa
current provider agreement and documentation of gpplicable provider licensesand
registrations.

b. Revisng control procedures to ensure expenditures are made only to digible
providers.

c. Formdizing awrittenfive-year Srategic corrective action plan detailing the godls,
milestones, and time frames for completion of the procedures to accomplish
provider reenrollment.

Department of Health Care Policy and Financing
Response:

a Agree. The Depatment continues to work on a five-year provider
reenrollment plan to update provider files, which is scheduled for completion
by July 1, 2005. A drategic plan has been developed and implemented for
this project.

b. Agree. Aspart of the five-year plan, the Department is currently updating
provider files manudly and dectronicdly. Providers found not to be digible
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are terminated from the Medicaid program. The Department will implement
additiona control procedures by summer 2002.

c. Agree. The Depatment has developed and implemented afive-year strategic
plan for provider reenrollment as noted above. In order to update the
provider filesin the most cogt-effective manner, the Department has organi zed
a provider reenrollment group that is pursuing severd areas. The drategic
plan has gods and target dates. The Department will continue to update and
refinetheplan. Asnotedintheaudit report, the Department has accomplished
severd tasks the past fisca year as part of the five-year plan.

Maintain Adeguate Documentation in
CaseFiles

The audit included tests on case files maintained by the Program Integrity Unit (PIU). This
Unit investigates and attemptsto recover overpaymentsunder the Medicaid program. We
identified one instance in which documentation in the case file indicated the case was
closed to recovery, but the case had been closed without any evidence of recovery. The
Department reports that the case file was backlogged since 1998 and was reviewed in
May 2001 by a recovery agent. The recovery agent determined the case was
unrecoverable, since the recovery amount could not be substantiated in 2001. When a
case is closed for recovery, it is imperative that the recovery efforts be timely to ensure
actua amounts are recovered and any backlogs are minimized.

Inaddition, of the 30 casefilesreviewed, we noted 2 fileswere missing required sgnatures
and documentation of case diposition. HCPF should ensuredl documentation isincluded
in casefiles in accordance with the established Quality Assurance Policy and Procedures
to ensure program integrity activities are properly carried out. (CFDA Nos. 93.777,
93.778; Medicaid Cluster; Specia Tests and Provisions (Fraud & Program Integrity).)

Recommendation No. 42:

The Department of Health Care Policy and Financing should improve documentation of
program integrity cases by:

a. Evauating recovery procedures to ensure al cases are handled consistently and
timdy.
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b. Requiring that case files contain dl required supporting documentation of
gpprovals and dispositions.

Department of Health Care Policy and Financing
Response:

a. Agree. The backlog addressed above has been eliminated. This should
prevent any delays in processing recoveries in the future.

b. Agree. The two cases where missing signatures and documentation were
noted were opened in 1997 as part of a speciad study. At that time
parametersfor specia sudy casereviewswould beidentified. Aslong asthe
terms of the study were satisfied, not al caseswith recoverieswere signed by
the supervisor. Since this time the Quality Assurance Section has devel oped
policies and procedures for al the mgor activities conducted by Program
Integrity. This includes policies on case openings, the organization of case
files, provider reviews, and the recovery of overpayments for disalowed
sarvices. This should ensure that al cases opened after April 2001 are
handled consistently.

Determine Proper Rating for CBHP
Beneficiaries

The audit tested a sample of 30 expenditures for the Children's Basic Hedth Plan
(CBHP). Wefound that in one ingtance the beneficiary’ s income was miscaculated and
an incorrect rating was assgned. The error did not result in the beneficiary being
improperly determined as digible, and the beneficiary enrolled during a period when
premiums for the program had been suspended. Therefore, there was no monetary effect
from the error.  However, this type of error could result in ingppropriately enrolling
indigible individuasin the program.

The Department contractswith aprivate nonprofit organization to administer the Children’s
Basic Hedth Plan, including the performance of digibility determination. Asof Fisca Year
2001, the Department isrequiring the contractor to obtain an audit under thefederd Single
Audit Act. Therefore, annud audit procedures at the contractor will include testing for
compliancewith federa and sate laws and regulations, such asthosefor CBHP. (CFDA
Nos. 93.767; State Children’s Hedlth Insurance Program; Eligibility.)
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Recommendation No. 43:

The Department of Hedlth Care Policy and Financing should improve documentation of
digibility for the Children’s Basic Hedlth Plan by requiring periodic reviews of digibility
determinations of those enrolled and those denied to test ratings and ensure proper
enrollment into the program.

Department of Health Care Policy and Financing
Response:

Agree. The Department agrees that documentation should be strong. The
Depatment aready has strong quality assurance measures in place. The
Depatment of Hedth Care Policy and Financing contractualy requires the
Children's Basic Hedlth Plan adminigtrative services contractor, Child Hedlth
Advocates, to document dl igibility policies and procedures. Current policy and
procedures manuals are maintained by the contractor and approved by the
Department.  In addition, the Department has required that Child Health
Advocates complete a monthly qudity assurance review of digibility
determinations since Fiscal Year 1999. During the review, the contractor
randomly selectsat least 40 gpplications each month and ensuresthat the digibility
determination, whether enrolled or denied, was correct and that al data entry for
the record was correct. The contractor is required to maintain an digibility
determination accuracy rate of 90 percent. The contractor reportsits findingsto
the Department with its monthly reports. During Fiscal Y ear 2001 the contractor
reviewed 480 individua files and reported a 98.96 percent accuracy rate for
digibility determinations. The Department aso increased its oversght of CBHP
digibility determination with the additiond requirement that Child Hedth
Advocates have a Single Audit annuadly beginning with the year ending June 30,
2001. Thisaudit will include digibility testing by the independent auditors.

Subrecipient Monitoring of Single Entry
Points

The Department of Hedth Care Policy and Financing is responsible for monitoring the
performance of its Single entry point (SEP) subrecipients, and the Department has entered
into an I nteragency Agreement with the Department of Human Services (DHS) to oversee
the SEPs. SEPs are responsible for assessing what types of community-based services
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are gppropriate for individuas eligible for long-term care under the Medicaid program.
Some of the options available include Home and Community Based Services, the Home
Care Allowance program, and the Adult Foster Care program.

HCPF' s current agreement does not require DHS to use a systematic or rotating time
frame for completing on-stefinanciad compliance reviews of SEPs or ensurethat al SEPs
are reviewed within a reasonable period of time. During the audit we found that some
SEPs had not had afinancid compliancereview infiveyears. Without performing regular
reviews, HCPF cannot ensure that beneficiaries are receiving gppropriate long-term care
sarvices. (CFDA Nos. 93.777, 93.778; Medicaid Cluster; Subrecipient Monitoring.)

Recommendation No. 44:

The Department of Heeth Care Policy and Financing should modify its Interagency
Agreement with the Department of Human Services for single entry point subrecipient
monitoring by:

a. Egablishing procedures for conducting risk assessments of each singleentry point
entity and evauating the need for an on-site financid compliance review.

b. Requiring that dl single entry point entities receive an on-gite financia compliance
review within a reasonable period of time to ensure new and revised financia
policies and procedures are being followed.

Department of Health Care Policy and Financing
Response:

a. Agree. The Depatment will establish a procedure for prioritizing on-ste
fineancid compliance reviews that will improve financid compliance by
recovering identified unspent or ingppropriately spent case management
payments. The Department will develop a risk-based prioritization for
financid compliancereviewsby July 1, 2002, for implementation of the Fisca
Y ear 2003 round of financid compliance reviews to be conducted by the
Department of Human Services.

b. Agree. The Depatment will work through the budget processto procurethe
additiond funds needed to conduct 12 on-dite financia compliance reviews
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annualy, with each SEP being reviewed at least once every three years.
Pending legidative gpprova, thiswill be implemented July 1, 2004.

Oversight of the Medicaid M anagement
| nfor mation System

As part of its Medicaid plan, each state is required by federal regulations to have an
automated clams processng and information system, referred to as the Medicad
Management Information System (MMIS). The Department of Health Care Policy and
Fnancingisresponsiblefor MMIS, sincedl Medicaid clamsare paid through this system.
HCPF contractswith Affiliated Computer Systems, Inc. (ACS,; formerly Consultec, Inc.),
to serve as the State’ s fiscal agent for the Medicaid program.  ACS is responsible for
dams processing through MMIS and ensuring payments are appropriate.  The
Department anticipates that ACS will be paid about $12.7 millionin Fiscd Year 2001 to
perform these services. During this period, MMIS is expected to process aimost 13
million dams totaing about $2 billion on behdf of an average monthly Medicaid casd oad
of about 288,600 individuds.

Out of the over one million claims submitted by providers and processed through MMIS
each month, approximately 95 percent are electronic and 5 percent are paper. Thisdoes
not include the monthly capitation payments to managed care organizations, including
HMOs. Peaper clamsare manudly keyed into MMIS, at which point they are processed
in the same manner as eectronic clams.

As claims are processed through MMIS, they are “reviewed” by a complex series of
approximately 700 system edits designed to ensure payments are accurate and alowable
under the Medicaid program, based on the type of claim and service and other factors.
Asclams are processed, they are “flagged” by edits to be either paid, denied, or placed
into suspense; these settings are referred to as“ edit digpostions.” Thefiscd agent’sclam
technicians manudly resolve suspended clamsby using on-line* edit resolutiontext,” which
outlines the appropriate action to take for the particular claim. Once edits are resolved,
the claim is placed back into the processing queue. Each Friday, provider payment
records, based on clams gpproved for payment, are uploaded from MMIS into the
State’ sfinancia system. Payments areissued to providers by warrants or eectronic fund
transfers.

InFisca Year 2001 the Office of the State Auditor and Buck Consultants conducted a
performance audit of the M edicaid M anagement Information System. Theaudit comments
bel ow were contained in the Medicaid Management | nfor mation System, Department
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of Health Care Policy and Financing Performance Audit, Report No. 1334, dated
May 2001.

M echanisms for Monitoring Accuracy

One of the key performance measures for claims processing is accuracy. “Accuracy” in
this context refersto whether paid claimsare accurately ca culated and aredlowable under
gate Medicaid policy. In other words, only clams for permitted services are paid,
servicesmust be provided to an digibleindividud, and thedammust bepaidto an digible
provider. Our audit found that while HCPF has numerous processes in place for
overseeing the fiscal agent’s activities and clams processing, the Department lacks
adequate, systematic methods for ensuring and monitoring accuracy of clams payment.
Our andyss indicates the need for improvement in thisareato ensure dl Medicaid dlaims
payments are appropriate.

The Department reports that its most recent clams audit (October 2000) of MMIS
showed afinancid error rate of less than 1 percent; this is within theindusiry sandard for
financid error rates in an automated clams processng environment. The financid error
rate is the absolute vaue of payment errors in the sample divided by the dollars paid for
dl damsinthe sample

As part of our audit, Buck Consultants tested a random sample of 150 suspended clams
in MMISto evduate the qudity and efficiency of caims processing. The auditors found
that 26 claims (17.3 percent) had some type of error that occurred because of amistake
meade during processing. While thereis no industry standard for atolerable error rate on
suspended clams, there is generd agreement that an error rate of 17.3 percent is
unacceptably high. Buck Consultants noted that suspended claims have aready been
subject to the fiscal agent’ s data entry qudity assurance procedures, which should have
identified and corrected the greaet mgority of the errorsidentified.

We noted the following concerns with the Department’s mechanisms for monitoring
accuracy for clams processed in MMIS.

Claims Audits Performed by HCPF

While the Department receives feedback from its program personnd and from providers
when there are problems with claims processing, its most direct and systematic means of
monitoring the accuracy of clams processing is the performance of claims audits by 1S
Section gaff. Until 1996, the federd Hedth Care Financing Adminigtration (HCFA)
mandated that claims audits be performed on a routine bass;, states may now perform
these reviews at their discretion. HCFA permits states to receive federal maiching funds
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for the performance of the dams audits. The Department has eected to continue
performing claims audits. We agree that continuing the audits is important because,
ultimatdly, thefedera government will hold the State respons ble for amounts paid through
the Medicaid program and require settlement for any improperly paid clams.

While the Department hastaken apositive step by continuing the audits, it needsto usethis
tool in a more effective and systematic manner to ensure the audits detect and prevent
errorsin processng. We noted the following:

The Department has not established specific measurable goals for accuracy of
payment, either for the fiscal agent or for the Department itself.

The Department has not ensured that claims audits are completed on a routine
basis. Only three audits on samples of paid claims have been performed sincethe
inddlation of the new MMIS on December 1, 1998. These audits should be
performed at least quarterly. In addition, the audits should test for timeliness of
payment, since the fisca agent is required to meet timeliness requirements under
the contract.

The Department has not reported financid error rates that reflect al errors
identified in the clams audits. The reported rates reflect only errors attributable
to thefiscd agent. The overdl financid error rate reflecting errors attributable to
both the Department and the fiscal agent should be calculated. This overdl rate
would reflect the extent to which payments are accurate and in accordance with
Medicaid policy. For example, the March 2000 claims audit reported afinancia
error rate of 4 percent for thefiscal agent. However, theratereflecting dl errors,
regardless of source, would have been 10.4 percent. Asnoted earlier, theindustry
standard in an automated claims processing environment for thefinancid error rate
is1 percent or less. In addition, the Department should calculate a procedura
error rate during the clams audits. Thisis another type of benchmark commonly
used in automated claims processing environments.

The Department has not formally communicated the results of claims auditsto the
fiscd agent and to HCPF staff and ensured that corrective action plans are
developed and implemented.

The Medicaid program is the largest federal program administered by the State, with
expenditures a gpproximatdy $2 billion annudly. The Department should take stronger
measures to ensure that payments for services under this program are accurate and
alowable under the Colorado Medicaid program.

(CFDA Nos. 93.777, 93.778; Medicaid Clugter; Allowable Costs.)



Report of The Colorado State Auditor 149

Recommendation No. 45:

The Department of Hedlth Care Policy and Financing should ensure claims processed
through MMIS are accurate and alowable under the Medicaid program by:

a. Egablishing performance measuresfor claims processing in terms of financid and
procedural error rates.

b. Conducting regular claims audits on at least a quarterly bass. Timdiness of
processing should be included in the testing procedures.

c. Reporting dl errors and problems identified in the clams audit, regardiess of
source, and calculating procedura and financia error ratesboth for thefiscal agent
and for clams processing overdl.

d. Ensuring corrective action plans are developed and implemented in a timely
manner by both fisca agent and Department staff for dl issues identified in the
clams audits.

Department of Health Care Policy and Financing
Response:

Agree.

a.  The Department will work on developing appropriate standards that include
measures for procedurd error rates. The Department will establish the
performance measures for the next scheduled Claims Processing Assessment
System (CPAYS) review for claims paid in June 2001.

b. Quarterly reviewsaredready beingdone. Thetimeinesscaculaionwill begin
with the next internal review process. To be completed by September 15,
2001.

c. The CPASaudit report will be enhanced to include newly defined procedura
and financid error rates. To be completed by September 15, 2001.

d. The Department has dready begun work in ensuring corrective action plans
are developed and implemented. Issues from CPAS audit reports are being
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developed into recommendations for the fiscal agent when appropriate.
Referrds to Department staff will now include more information to alow for
adequate follow up. The Department will take corrective actions on the
recommendation as quickly as resources dlow.

Quality Assurance Procedures Performed
by the Fiscal Agent

The fisca agent’s Quality Assurance (QA) initiative has two components.  interna
programs run by severd unitsin their own areas and the formal QA program run by the
QA unit. Interms of claims processing, procedures performed by the QA unit arelimited
and congst only of testsover the processing of paper claimsthrough the point at which the
dams are manualy keyed into MMIS. Paper claims represent about 5 percent of all
clams submitted.

In terms of data entry of paper claims, QA taff review 10 percent of al paper clams
manudly keyed into MMIS by “exam entry” gaff. Prior to this forma QA review, the
exam entry unit itself reviews 50 percent of dl data-entered clams. Thus, the data entry
function on paper clamsis reviewed twice. The purpose of both these procedures is to
ensure paper clamsareaccurately entered into MMIS. Once paper clamsarekeyed into
MMIS, they are processed identically to eectronic claims.

The QA unit does not test a sample of paid claims to ensure payments are accurate and
alowable under the Medicaid program.

Results of Tests Performed by Buck Consultants

As mentioned earlier, Buck Consultants tested a sample of 150 suspended claims during
its audit at the fisca agent and found a procedura error rate of 17.3 percent (26 claims).

A procedural error is a clam containing one or more mistakes in the caculaion of
amounts payable on the clam, or in fields that potentidly affect the caculation or
management reporting of data, such asan error in adiagnostic code. Although procedurd
errors may not directly affect accuracy of payment, a high procedura error rate such as
17.3 percent indicates problems with the claims processing function.

Buck Consultants found that the errors were attributable to two causes. First, most of the
errors (19 out of 26) were paper clams that had been inaccurately keyed into MMIS.
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Thisis aconcern because paper clams processed to the point of suspense have aready
been subject to two levels of QA reviews. This indicates the fisca agent’s quality
assurance proceduresover dataentry of paper clamsarenot effective. Thehigh error rate
aso presents the risk that other data entry errors may be occurring and are not being
detected when the errors do not cause the claims to suspend. Findly, undetected data
entry errorsincrease the volume of suspended clams. This means clam technicians must
spend moretimeresolving claims, thereby driving up adminidrative cogts, processng times
and, more importantly, ddaying payments to providers.

The second source of errors (7 out of 26) waserrors made because of problemswith the
edit resolution process: the technicians did not use the appropriate edit resolution text to
resolve the claim, a duplicate claim was overlooked and gpproved for payment, and a
dam was approved for payment when there was a private insurance carrier listed as a
third-party resource. Since Medicad is the payer of last resort, the claim should have
been returned to the provider for submission to the carrier. In two other instances there
were no resolution ingtructions available online for the claim technician to usefor resolving
the edit that caused the claim to suspend.

Factors Affecting Error Rates

Buck Consultants aso identified severa factors that can contribute to high error rates.
Firgt, the fiscd agent’s clams processing staff had a high turnover rate (about 45 percent
from July through December 2000). Second, the fiscd agent’ straining program isnot as
comprehensve as programs offered by other clams adminigtrators. The fiscd agent
provides three months of training, which is a combination of classroom and on-the-job
training; other administratorsprovidetwo to three monthsof forma classroomtraining, and
processors are in training status for Sx months. Third, the fiscal agent has st very high
production requirements. Claims technicians are expected to resolve 500 claims per day
after sx months of experience; this cadculates to less than aminute per claim based on an
eght-hour day. Thisisnot sufficient timeto adequately review and processapayment and
may explain why technicians do not aways use the appropriate resolution text. Most
adminigtrators require clams processors to resolve 75 to 100 suspended clams daily.

| mprovementsto Quality Assurance Function

The results of the audit by Buck Consultants indicate the need for the fiscal agent to
improve the QA function over both the exam entry and edit resol ution processes. As part
of thisthe fiscal agent should expand its QA function to include audits on asample of paid
cdams Buck Consultants reports that in a commercid automated clams processing
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environment, standards require that 3 percent of the volume of processed claims be
audited. Overdl, the Department needs to ensure that the QA process at the fisca agent
functions as an effective tool for maintaining accuracy of clams processing. Further,
HCPF should work with the fiscal agent to ensure that production requirementsfor cams
technicians do not have an unacceptably high impact on processing accuracy.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Allowable Costs.)

Recommendation No. 46:

The Department of Hedlth Care Policy and Financing should ensure claims processed
through MMI'S are accurate and allowable under the Medicaid program by requiring that
the fiscal agent:

a. Expand quaity assurance procedures for testing the accuracy of data entry on
paper clams and report results to the Department.  The Department should
monitor results to ensure satisfactory data entry performance is achieved.

b. Conduct regular auditsof paid clamson adefined percentage of processed claims
and report theresultsto the State. The Department should monitor results againgt
the performance measures established under Recommendation No. 45.

c. Increase oversight of edit resolution claim technicians and reassess production
requirementsto ensure suspended claimsare gppropriately resolved. Inparticular,
the fiscd agent should ensure that dl required resolution text is available and
appropriately applied to clams and clamswith third-party resources are returned
to providers for submission to those parties.

Department of Health Care Policy and Financing
Response:

Agree.
a. The Depatment will begin work with the fiscd agent to expand qudity

assurance proceduresfor testing the accuracy of dataentry of paper clamsby
September 1, 2001.
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b. The Depatment will work with the fiscd agent to have it use the Clams
Processng Assessment System (CPAS) for its own auditing purposes.
Resultswill bemeasured againgt the tandards established in Recommendation
No. 45. The Department will work with thefiscal agent to begin the audits by
September 2001.

c. Although the fiscal agent currently employs quality assurance activities over
edit resolution technicians, the Department will work with the fiscd agent to
edtablish a plan for achieving further oversght and increased accuracy by
August 1, 2001.

Review of Editsand Edit Resolution Text

The Department and fisca agent saff have initiated areview of dl edits, edit dispostions,
and the edit resolution text. The Department acknowledges that prior to implementation
it was not able to adequately review the approximately 700 editsin the new MMIS. The
purpose of the review would have been to ensure that the edit dispositions were correct
and that the resolution text contained appropriate ingtructions for clam techniciansto use
during the edit resolution process of suspended clams.

Thelack of an adequateinitid review hasbeen aconcern becausethe editsin MMISwere
brought in from another state’s MMIS, while the edit resolution text was brought in from
Colorado’s previous MMIS. The Department and the fiscal agent report that a number
of problems have resulted from the fact that the edit resolution text does not aways
appropriately match the edits in the new MMIS. Additiondly, ingppropriate edit
dispositions themsd veshavein someinstances contributed to inaccurate payment of claims
and high volumes of suspended clams.

In July 2000 the Department and the fiscal agent embarked on areview of dl edits, edit
dispostions (e.g., pay, deny, suspend, ignore), and the associated edit resolutiontext. This
review has not yet been completed. The Department reportsthat it plansto completethis
task in May 2001; however, documentation provided to usindicates that fewer than 200
of the 700 editsin MMIS had been reviewed as of the end of our audit. Itiscriticd that
this task be completed as soon as possible. Until the review is finished and claim
technicians have been adequately instructed to use the revised text, there should be
heightened attention to accuracy of payment.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Allowable Costs.)
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Recommendation No. 47:

The Department of Hedlth Care Policy and Financing should etablish thereview of MMIS
edits, edit dispositions, and edit resolution text as a high priority and work with the fiscal
agent to complete this project as soon as possible. The Department should require that
the fiscal agent conduct gppropriate training and monitoring of claims processng aff to
ensure changes are appropriately implemented.

Department of Health Care Policy and Financing
Response:

Agree. The Department has established the edit review process asahigh priority
by having regular, weekly meetings. The fisca agent operations staff and the
State's business andysts have been utilizing these weekly meetingsto addressedits
in a critical priority order. A schedule has been developed with completion
defined in July 2001. The Department will require the fisca agent to provide
enhanced training and monitor staff for appropriate implementation of the edits by
August 2001.

ControlsOver MMIS Provider Database

As mentioned above, the Department of Health Care Policy and Financing contracts with
afiscd agent to operate MMI S and handle the processing of Medicaid clamsthrough the
sysem. Medicaid providers are required to submit clams to the fisca agent for
reimbursement. Asof April 2001, dmost 16,600 providers had submitted claims to the
Medicaid program during the current fiscal year. Altogether, reimbursementsto providers
average about $148 million each month.

Medicaid providersinclude a broad range of professons and facilities. Under ate and
federa requirements, a Medicaid provider must have a valid license or cetificate, as
gpplicable, to furnish the goods or services charged to the program. HCPF isresponsible
for ensuring thisrequirement ismet. The Department of Regulatory Agencies(DORA) and
the Department of Public Health and Environment are responsible for issuing licenses and
certifications and otherwise regulating the various types of providers as a whole in the
State.

As part of the audit, we compared information from DORA on licensed professonasin
the Statefor three of the mgjor professions (physcians, pharmacits, and dentists) with the
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provider database maintained on MMIS. Out of asampleof 131 providers, wefound that
65, or just under hdf, currently had vaid licenses; the remaining 66 did not. Because of
the manner in which we chose our sample, these results are not indicative that a Smilar
percentage of adl MMIS providers lack licenses. However, these results do confirm that
thereare unlicensed providersintheMMI S database. Out of the 66 unlicensed providers,
we found 7 that had received dmost 580 payments totaling about $2,540. Individua
providers received payments for periods ranging from 4 to 22 months. These seven
providers dl either had inactive licenses or had alowed their licensesto lapse.

We recognizethat these are smdl amounts compared with total monthly program volumes
of over a million clams and average monthly payments of around $148 million.
Nonetheless, the identification of unlicensed providers in the provider database—aong
withthe fact that, in some cases, payments were made to these providers—demondtrates
that there are problemswith provider datain MMIS. These problemscan alow erroneous
or fraudulent payments to be made in the Colorado Medicaid program.

Department Effortsto I mprove Provider Data

The Office of the State Auditor has previoudy issued recommendationsto HCPF directed
a, among other things, the need to (1) verify licenang and other provider credentids and
(2) perform periodic reenrollments of providers. The Department has made some
progress in addressing these aress.

* Reenrollment of providers. The Department has begun a three-year phased
reenrollment of the 1,700 Primary Care Physiciansinthe Medicaid program. The
Department has not yet developed a plan for reenrolling other providers or a
policy on frequency of reenrollment.

» Deactivation of nonparticipating providers. Recently the Department worked
with the fiscd agent to identify providers that have not submitted clams in three
years, and asaresult, over 6,000 providerswere placed on“inactive’ status. The
Department has not established a policy on how often deactivations will occur or
what benchmark will be used in the future,

» Data match project. The Department has severa staff working on matching
licendnginformation from DORA with providerson MMIS. Theprocessishighly
manua because the two databases are not compatible, and the match is not yet
completed. HCPF plans to dectronicdly perform this match with data from
DORA, but no time frame has been established for implementation and no policy
has been established for how often the match would be performed. Many
professiona licenses must be renewed every two years.
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Ovedl, the Department has undertaken severa important initiativesto improvethe quality
of provider data. These should assst with detecting and preventing improper Medicad
payments. The Department should ensure these efforts are fully implemented and utilized
by formaizing policies and procedures, establishing time frames, and monitoring
completion of these tasks.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Allowable Costs.)

Recommendation No. 48:

The Department of Hedth Care Policy and Financing should develop and implement
adequate controls over the provider database in MMIS by establishing formal policies,
procedures, and time frames for the following:

a. Routine reenrollment of Medicaid providers.

b. Deactivationof providerswho have not submitted claimsto the Medicaid program
for gpecified lengths of time.

c. Periodic datamatcheson provider credentia information with other state agencies
that regulate Medicaid providers.

The Department should monitor al of these projects to ensure completion.

Department of Health Care Policy and Financing
Response:

Agree.

a. Asmentioned in prior audit responses, the Department is working on afive-
year plan for reenroliment. The five-year plan is scheduled to be completed
by July 1, 2005. A reenrollment committee has been established and
reenrollment activities have dready begun. Thiscommittee will be addressing
the issue of palicy, procedure, and time frames for provider reenrollment. A
grategic plan will be developed by August 1, 2001.

b. The Department conducted deactiveation activities this year and will continue
such activities on a yearly bass. Again, the committee will address the
ongoing policy and procedures of this activity.



Report of The Colorado State Auditor 157

c. Peiodic datamatches, whiletechnically possible, are extremely complex and
manudly time-consuming. Based on the current experience of matching data
with the Department of Regulatory Agencies for eight types of practitioners,
this has required a tremendous amount of manud verification. During Fisca
Y ear 2002 the Department will beinvestigating with DORA to determine how
to resolve the differences in required unique key information to dlow a
possble eectronic interface.  This will dlow the Department to update
licensure information for prescribing physicians. Until there is an dectronic
solution, the manua process will be used as gppropriate.

Role of Program Integrity Unit

The Program Integrity Unit, which is under the Qudity Assurance Section at the
Department, has the ongoing responsbility of obtaining information from severa sources
onprovidersthat have been sanctioned asaresult of disciplinary actions. Theseproviders
no longer havevalid licensesand thusareindigibleto participatein the Medicaid program.
The Program Integrity Unit receives and reviews information from severd sources & the
federd leve and from the State Board of Medical Examiners. TheUnit relaysinformation
about providersthat can nolonger participateto the Department’ s Contract Administrator,
who furnishes it to the fiscd agent. The fiscd agent removes the provider from active
gatusin MMIS.

While the information forwarded by the Unit serves an important role in maintaining the
integrity of provider information, the Unit has not established routine communication
procedures with other state regulatory boards at DORA in addition to the Board of
Medica Examiners. For example, the Department does not receive regular updates on
disciplinary actions from the Board of Denta Examiners, the Board of Pharmacy, the
Board of Nursing, or the Board of Optometric Examiners; there are additiona boards, as
well, whoseregulatory authority affectsprovidersinthe Medicaid program. Whilethe Unit
reports tha it receives information from the federd leve on providers other than
physicians, the information would be more complete and timely if the Unit established
routine communication with these other state boards. It should be noted that the
information received by the Program Integrity Unit does not include providers that have
changed their gatus to inactive or have dlowed their license to lgpse. Therefore, this
communication does not fulfill the same function as performing a data match with DORA
boards.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Allowable Costs.)
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Recommendation No. 49:

The Depatment of Hedth Care Policy and Financing should establish routine
communicationon disciplinary actionstaken by other state agenciesthat regulate Medicaid
providers and ensure the provider database in MMIS is updated as appropriate.

Department of Health Care Policy and Financing
Response:

Agree. By Augugt 31, 2001, the Department will develop routine communication
mechaniams with other state agencies to identify providers who should be
terminated from the Medicaid program. The Department will terminate those
providers from active status in the MMIS.

Certificationsfor Laboratory Providers

Medicaid regulations require that providers furnishing laboratory services must have a
certification under the federa Clinica Laboratory Improvement Amendment (CLIA)
program. The certification is intended to establish quaity standards for al laboratory
testing to ensure accurate, reliable, and timely patient test results across dl facilities. The
federal Hedlth Care Financing Administration (HCFA) oversees the CLIA program. In
Colorado the Department of Public Health and Environment (DPHE) conductsthe CLIA
certification processfor laboratorieson behaf of HCFA. Each certified provider isissued
aCLIA number. Certifications dso indicate the leve of |aboratory servicesthe provider
is permitted to perform. All providers of laboratory services, including physicians offices
that perform less complex laboratory work, are required to have some type of CLIA
certification.

DPHE reports that thereare about 2,500 CLIA-certified sitesinthe State. InFiscal Year
2000 the State paid dmost $8 million to providers for laboratory services under the
Medicaid program.

During the audit the Department reported that CLIA certification numbers are routingly
collected from appropriate providers and entered into MMIS. The MMIS system was
developed with edits that were designed to ensure that claims for laboratory servicesare
not paid unlessthe provider hasthe appropriate level of CLIA certification. However, the
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Department reportsthat these edits have not worked properly since theimplementation of
the new MMIS, and therefore, the CLIA requirements are not being enforced. In other
words, laboratory clams may be paid regardiess of whether the provider has the
necessary CLIA certification. The Department reports that the delay in correcting this
problem is due to turnover in program staff with knowledge about CLIA requirements.

Although our audit did not identify ingtancesin which laboratory claims were paid without
evidence of required CLIA certification, the Department should ensure that this safeguard
is operating gppropriately in MMIS in order to prevent improper payments.

(CFDA Nos. 93.777, 93.778; Medicaid Cluster; Allowable Costs.)

Recommendation No. 50:

The Department of Hedlth Care Policy and Financing should implement editsin MMISto
review |aboratory clamsfor compliancewith CLIA requirementsin accordance with state
Medicaid policy.

Department of Health Care Policy and Financing
Response:

Agree. The Department has recently hired anew policy person, who will review
and address the Clinical Laboratory Improvement Amendment (CLIA) issues.
Thisactivity hasstarted thismonth including review of policy, edit dispostions, and
gysemsissues. A plan to address these issues will be completed by June 2001.

Home and Community Based Servicesand
Home Health Services Overview

As an dternative to nursng facility care, Medicaid-digible individuas who meet the
functional assessment for needing nursing facility level of care can choose to receive
supportive sarvices in their home or an dterndive living environment outside of a nursang
fadlity. These supportive services are provided to individuas through the Home and
Community Based Services (HCBS) and the Home Hedlth programs. HCBS programs
provide unskilled care in community settings. Unskilled care includes adult day care,
personal care, homemaker services, and nonmedicd transportation, among other services.
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There about 1,100 HCBS providers (including those that are not overseen by the
Department of Public Hedlth and Environment's survey process). InFiscd Year 2000 the
HCBS program for the Elderly, Blind, and Disabled (HCBS-EBD) provided servicesto
nearly 13,000 individuas a a cost of about $64.2 million.

In addition to the unskilled services provided by HCBS, skilled services are available
through Colorado's Home Health program. Skilled servicesinclude skilled nuraing, home
hedlthaid, occupationa therapy, physical therapy, and speech pathology. Thereareabout
131 home health (skilled) services providers. In Fisca Year 2000 the Home Hedlth
program provided services to about 6,600 individuas a a cost of $66.9 million.

The Department of Hedlth Care Policy and Financing is respongible for overseeing and
adminigeringal Medicaid programs, including HCBS and Home Hedl th. The Department
of Hedlth Care Policy and Financing delegates some responsibilities for the HCBS and
Home Hedth programs to other entitiess. The Department of Public Hedth and
Environment (Hedth Facilities Divison) is responsble for overseeing quaity of care
provided by HCBS and home hedlth service providers. The Department of Human
Services monitors the Single Entry Point agencies (SEPs). Consultec, a private
corporation, serves asthe State's Fisca Agent, disbursing payments made for HCBS and
home hedlth services.

During Fisca Y ear 2001 the Office of the State Auditor conducted a performance audit
of Home and Community Based Services and Home Hedlth Services. The audit
comments below were contained in the Home and Community Based Services and
Home Health Services Performance Audit, Report No. 1033, dated June 2001.

Controlling Costs

Codgsfor both home hedth (skilled) and HCBS (unskilled) care have risen dramatically
in the past seven years, as demondrated in the following table.
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Changein Home Health and HCBS Expenditures
Fiscal Years 1995 to 2001

Fiscal Year 2001
Fiscal Year 1995 (Projected)?
Total Expenditures Cost per Total Expenditures Cost per
(In Millions) Person (In Millions) Person
HomeHesalth $ 203 $3,742 $ 711 $10,555
HCBS $ 184 $3,745 $ 731 $5,037

Sour ce: Office of the State Auditor’s Analysis of Data Provided by the Department of Health Care
Policy and Financing’s Budget Office.
1 FY 2001 expenditures projected by Department of Health Care Policy and Financing staff.

Theimportance of controlling costs cannot be overstated. Asthe population agesand the
cost of hedlth care sarvices rise, there will be increasing pressure on the limited dollars
avaladle in the State’ s budget for long-term care. It is critica that the Department of
Hedth Care Policy and Financing has set up an appropriate fisca control structure over
boththe Home Hedlth and HCBS programs. One of the most important controlsis setting
appropriate limits on expenditures. Payment system edits and postpayment review aso
provide important controls in a fee-for-service environment.

As part of our audit, we reviewed overal cods, payment system edits, postpayment
reviews, analyzed clams data usng audit software; and discussed cost containment limits
with other states. We found significant problems with the fiscd management of both the
skilled and unskilled portions of community long-term care.

Cost of Serving Individualsin the Community

Colorado law requires that “home and community based services... shall be offered only
to persons... for whom the cogts of services necessary to prevent nursing facility placement
would not exceed the average cost of nursing facility care...,” Section 26-4-606, C.R.S.
Additiondly, the agreement with HCFA (federd Hedth Care Financing Adminitration)
for the HCBS-EBD program states that:

The state will refuse to offer home and community-based servicesto any
recipient for whom it can reasonably be expected that the cost of home or
community-based services furnished to that recipient would exceed the
cod of [nursing fecility] leve of care,
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During our review we found that current controls are not working to ensure that the cost
of caring for individuds in the community is less than the cogt of serving themin anursing
fadlity. Specificdly, areview of dl HCBS (unskilled) and home hedlth (skilled) clamspaid
on behdf of those 3,300 HCBS participants (25 percent of the HCBS population) who
a so recelve home hedlth servicesrevea ed that for about 20 percent (673) of thoseclients,
the cost of community care exceeded the cost of nursing fecility care when their home
hedlthand HCBS services are combined. Assuming these 673 clients could be placed in
atypica nursing facility, the HCBS and Home Hedlth programs combined paid over $14.5
million more than the average cogt of nuraing facility care to serve these individuds in the
community. Asaresult, HCPF not only is paying more to serve some individuds in the
community thanit would inanuraing facility but aso isnot in compliance with Sate Satutes
and federd agreements for the HCBS program.

Maximum ServiceLimits Are Set Too
High

Currently the home hedth (skilled) and (unskilled) service limits combined total about
$119,000 per year for community long-term care and $141,000 per year for acute care
obtained in the community. These limits are about five and six times the average cost of
saving an individua in anursang fadlity, respectively. There may be reasons to gpprove
costs above the upper payment limitsin certain cases, however, Colorado’ s service limits
are st 90 high that, effectively, they are not limits at dl.

Other States' LimitsIndicate Service Limitsin Colorado
AreTooHigh

We interviewed sx other states for information on the limits they had set on unskilled
(HCBS) care. The other states we interviewed did not have comparable types of limits
on skilled care, and therefore, comparison of other state limits on skilled care is not
included in this audit. We chose these states based on their location in our region or
because they were known for having cogt-effective HCBS programs.

Specificdly, we found thet of the Sx dates we interviewed, three set annud dallar limits
on unskilled care of about $5,000, $10,000, and $12,000 per person, per year. These
limits are significantly lower than the $38,000 limit Colorado has set for HCBS services.
The remaining three states had differing levels of need for which they had arange of dollar
limits. For example, one sate has severd levels of careincluding a hospita leved-of-care
limit to ensure that individual s who would otherwise need to be cared for in ahospital can
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be served in the community for less than ongoing hospital care. Additiondly, a report
issued by the American Association for Retired Persons (AARP) in 1996 dtates that for
an HCBS program to be cost-effective, the limits on unskilled services in the community
should be about one-fifth the cost of nurang facility care. In Colorado, this would be
about $5,100 (as opposed to the current limit of over $38,000).

The federd government (specificaly HCFA) has dlowed states alot of flexibility in setting
up its HCBS and Home Hedlth programs, including how states set limits on services to
ensurethat the overall per capitacost of the HCBS programs do not exceed the per capita
cogts of nurang facility careand that the amount of skilled services provided to individuas
intheir homesis gppropriate. Further, state statute gives the Department of Hedlth Care
Policy and Financing the authority to set rules, including those pertaining to upper service
limits

HCBSLimits Are Set Higher Than the Average
Cost of Nursing Facility Care

For the HCBS program, the Department set up program rules requiring that the
community-based servicesprovidedto each qualified HCBS-EBD participant arelessthan
or equal to the cogt of nuraing facility care. To do this, the Department set amonthly cost
containment limit on the HCBS (unskilled) services for each program participant. This
maximum dollar amount is reduced by the amount of Socia Security Income (SS) and
other income a participant might have, aswdl as by the amount of Home Care Allowance
the person receives.

For Fiscd Year 2000 the HCBS cost containment limit is set well above the actual cost
of serving an individud in anursing home, as is demondrated in the following table.
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HCBS Cost Containment Limits As Compared to Actual Costs of Nursing Facility Caret!

Fiscal Year 2000

Annual Cost Containment
Limit (Amount Allowed
for Unskilled Care per

Per son)

Actual Average Cost of
Nursing Facility Care per
Person
for OneYear?

Annual Cost Containment
Limit for HCBSasa
Per centage of the Average
Cost of Serving Someonein a
Nursing Facility

$37,308

$25,530

146.13%

Sour ce: Office of the State Auditor’s analysis of data provided by the Department of Health Care Policy and Financing.
1 Average cost containment limits and actual costs of nursing facility care do not include client contribution payments.
2 Actual average cost of nursing facility care is based on average length of stay in nursing facility being 245 days times the average nursing

facility rate of $104.20 per day.

As shown in the above chart, the HCBS cost containment limit is about 46 percent higher
then the actua cogt to serve anindividud in anurang facility.

Nursing facilities are paid adaily rate for serving eech resdent. Thisdaily rateisto cover
al skilled care, unskilled care, meds, and room and board needed by that individud. It
isingppropriate to alow HCBS participantsto receive unskilled services that alone are 46
percent more than the entire average cost of carein anuraing facility.

Service Utilization Indicates LimitsAre Too High

On average, HCBS (unskilled) services provided to 65 of the 67 clients in our clams
review samplewere 61 percent, or about $17,000 per person, below theclients' personal
cost containment limits (including reductions for the client’s income and Home Care
Allowance amounts). For the State as a whole, the average amount spent per HCBS
paticipant in Fisca Year 2000 was about $5,000, or 87 percent, below the cost
containment limits. The fact that the limit on HCBS services could be lowered is dso
evident from the utilization deata presented in the following table. This table demondtrates
the gratification of service dollars paid on behdf of dl clients recaeiving HCBS services.
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Stratification of HCBS (Unskilled) ServicesPaid per Client
for Clients Statewide®
Fiscal Year 2000
Per centage of

Range Dollar Amount Population

HCBS Services Number of Clients Served
$0to $4,999 8,536 65.17%
$5,000 to $9,999 2,445 18.67%
$10,000 to $14,999 1,274 9.73%
$15,000 to $19,999 491 3.75%
$20,000 to $24,999 306 2.34%
$25,000 to $29,999 45 0.34%
$30,000 to $35,000 2 0.02%

TOTAL 13,099 100.00%
Sour ce: Office of the State Auditor’s analysis of Fiscal Year 2000 HCBS claims
data. FY 2000 claims datais paid through November 2000.
1 Does not include Home Modification Services, because those services are subject
toa

separate $10,000 lifetime limit.

Asshown by the abovetable, 65 percent of dl individuals served were served for lessthan
$5,000. About 94 percent of dl individuas served in the HCBS-EBD program were
served for 60 percent or more below the cost containment limit in Fisca Y ear 2000.

Home Health Limits Should Also Be Examined

For the Home Hedlth program, HCPF has set the following limits on services:

Home Health Service Limits!
Effective January 1, 2000

Daily Limit Annual Limit?
Long-Term $223 $81,395
Acute® $285 $104,025

Sour ce: Colorado Medicaid Program Billing Procedures manual .

! Limits do not include Private Duty Nursing.

2 Calculated using the daily limit times 365 days.

3 Acute home health is provided to a client when they have an immediate need for a service due to a sudden
sickness or injury. Acute home health is not meant to be continued over the long term.
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In other words, a person could receive more than $81,000 per year in skilled care in the
community on acontinud basis. Thisisroughly the equivaent of recaiving skilled nursing
services for three hours per day, every day, for an entireyear. The home hedth limitscan
be exceeded under certain extenuating circumstances and with prior gpprova from
Colorado Foundation for Medica Care(CFMC). Thefact that home hedlth limits should
be lowered is evident from the service utilization data presented in the table below. This
table demondrates the Sratification of home hedth services provided to dl home hedth
recipients.

Stratification of Home Health (Skilled) Services per Client
for All Clients Receiving Home Health Care?
Fiscal Year 2000
Range Daollar Amount Home Health Per centage of Population
Services Number of Clients Served

< $15,000 5515 83.02%
$15,000 to $29,999 525 7.90%
$30,000 to $44,999 314 473%
$45,000 to $59,999 1M 2.92%
$60,000 to $74,999 62 0.93%
$75,000 to $89,999 28 0.42%
$90,000 to $104,999 2 0.03%
$105,000 to $135,000 3 0.05%

TOTAL 6,643 100.00%
Sour ce: Office of the State Auditor’s analysis of Fiscal Year 2000 home health claims data. FY 2000
claims datais paid through November 2000.
1 Excludes Private Duty Nursing Services.

As shown in the above table, 91 percent of al home health recipients received services of
lessthan $30,000 during Fiscal Y ear 2000. In other words, about 91 percent of al clients
receiving home health were served for 63 percent or more below the daily limits on home
hedlth care. Less than one-haf of 1 percent of al home hedth dlients received services
exceeding $90,000.
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Combined Cost of HCBS and Home Health Care
Needsto Be Reviewed

We bdlieve tha the main reason the cost containment limits have been set o0 high is that
the Department of Hedlth Care Policy and Financing has overlooked the total cost of
community care for clients receiving both HCBS (unskilled) and home health (skilled)
services.

Home heslth services are not consdered when determining the cost of serving someone
inthe community. The cost containment limit isbased on the average annud nursing fecility
rates (as opposed to the actuad cost of nursing facility care) and is not reduced to adjust
for the additiona services provided by anursing facility. In other words, the Department
of Health Care Policy and Financing did not take into account that the average individua
is not in a nurang facility for 365 days, and a portion of the nuraing facility rates are to
cover the costs of skilled care, medical supplies, or room and board (which would not be
provided under the HCBS program). Asaresult, clients can get alevel of unskilled care
in the community thet is much higher than the level of unskilled care that would otherwise
be provided in a nurang facility.

Additionaly, home hedth services that individuals are recelving are not consdered when
determining whether a person mests the criteria of codting less to serve in the community
than they would to servein a nursing facility. When a case manager an HCBS
dient to determine whether they can be served within their cost containment limits, the
home hedlth services the client will need are not taken into consideration. Asaresult, the
Department of Hedlth Care Policy and Financing does not get a complete picture of the
costs of sarving individuas in the community as opposed to in a nursng home.  For
example, about 25 percent of HCBS-EBD participants, statewide, also received home
hedlth (skilled) services. Asmentioned earlier, we estimated that the State spent morethan
$14.5 million, or an average of $22,000 per person, beyond what services in a nursng
home may have cogt, by serving some of these individuas in the community.

According to a 1996 report issued by the American Association of Retired Persons
(AARP), without looking at both the unskilled and skilled services a person is getting, the
comparison between supporting a person in the community and supporting aperson in a
nursing fecility is distorted.
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Elevated Service Limits Increase Pressure on
Program Budgets

Nationdly, both skilled and unskilled Medicaid services are recognized as an areawhere
overutilization, fraud, and abuse may occur. Having redistic caps on paymentsis critical
in a fee-for-service payment environment. While Colorado has not yet had to limit the
number of eigibles served, a some point in the future, risng costs, combined with an
increasing number of digibleindividuds, will creste budgetary pressure. Home hedth and
HCBS sarvices will be limited by the amount of state genera fundsavailable. Inaddition,
having aredigtic cap is important for case managers in setting appropriate boundaries on
unskilled care. Because the Department has not set gppropriate limits for unskilled care,
it may be paying for individuas to be served in community settings when, likely, it would
be more cost-effectiveto servetheseindividudsinanurang facility. Inaddition, not setting
reasonable limits on skilled care can result in more services being paid for than are needed
and more opportunity for abusive billing practices.

Colorado Has Optionsfor Realistically LimitingHCBS and
Home Health Services

The federa government has given ates virtudly unlimited authority for establishing cost
containment controlsintheir Medicaid programs. Asaresult, Colorado has many options
for how to manage the cost of both skilled and unskilled care. Providing servicesto the
greatest number of people in the most cost-effective way should be the overriding goa of
the program. Department of Hedth Care Policy and Financing staff believe it is an
achievable god to have a combined limit on HCBS and home hedlth servicesthat ensures
the total cost of community care is reasonable in comparison to the cost of nurang facility
care. However, the Department is concerned that using the average cost of nursing facility
care ($25,530 for Fisca Year 2000) may sat the limit for combined services too low.
Choosing how to set the limits and at what dollar amount is an important policy decison.
Asaresult, the Department should work with the Generd Assembly to clarify thelanguage
regarding the upper payment limitson both skilled and unskilled care. Some of the options
could include:

C Edablishing fixed limitsin law. For HCBS or home hedlth servicesthese caps
could be one fixed amount. These limits could be increased annualy by the
Consumer Pricing Index (CPI). In addition, statute should define the
circumgtances, if any, for which anindividud will be alowed to exceed such limits.
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C Edablishing limits based on level of need. For HCBS or home health
services various categories of need could be established in law. Some examples
could include low, moderate, high, and hospital level of care. For each level there
would be a corresponding limit set on the dollar amount of servicesthat could be
provided. Establishing limits or caps based on level of care requires that the
Department of Health Care Policy and Financing utilize ardliable assessment tool
and set up an appropriate structurefor limitsthat correspondsto the assessed level
of care. If the Department of Health Care Policy and Financing and Generd
Assembly choosethisoption, the Department of Health Care Policy and Financing
should evauate the adequacy of its current assessment tools for accomplishing
these tasks. Again, Satute should define the circumstances, if any, for which an
individud will be dlowed to exceed such limits

C Taking a managed care approach for funding HCBS and home health
services. Thisgpproach could include paying providers, or another gatekeeping
agency, a st dollar amount for providing dl necessary services to dl digible
individuas needing services.

Systems for Monitoring Costs Need to Be Il mproved

In addition to the problems with the cost containment limits for HCBS (unskilled) and
home hedth (skilled) services, we found that the Department does little to monitor the
overdl costsof anindividua’ scare. Although the Department completed afocused study
oncommunity long-term carein November 2000 eva uating cogtsin the HCBS and Home
Hedlth programs, this sudy did not evaluate the tota cost of serving individuas in the
community who get both home hedth and HCBS sexvices. Further, the Department needs
to improve its andyss of claims data on an ongoing bas's and better coordinate with the
SEPsin terms of cost control. We used aninexpendve audit software program to andyze
over 420,000 claims. Whether the Department needsanew software program or whether
itscurrent software capabilitiesareadequate, the Department should devel op the capability
to routinely anayze the data. Developing in-house andytica capability is essentid for
sound financid managemen.

Recommendation No. 51:

The Department of Hedlth Care Policy and Financing should work with the General
Assembly to develop more gppropriate servicelimitsfor HCBS and home health services.
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Department of Health Care Policy and Financing
Response:

Agree. The Department will work with the Generd Assembly to develop more
gppropriate service limits for HCBS and home hedth services. The Department
will take immediate action to ensure that the HCBS program complies with al
gtate and federa requirements.

Inaddition, the Department will screen the casaload, by October 1, 2001. Clients
with extraordinary medical needs may need to be served through a separately
authorized program. The Department will recommend a legidative solution for
such dientsif the casdoad andyssjudifiesit.

Recommendation No. 52:

The Department of Hedlth Care Policy and Financing should establish procedures for
routinely monitoring the overdl costs of skilled and unskilled care for individuds in
community seitings.

Department of Health Care Policy and Financing
Response:

Agree. The Department will establish policies for routine monitoring of the costs
for individuals by October 1, 2001, and propose any required regulations to the
Board of Medica Services at its November 2001 mesting.

Payment Controls Should Be Improved

During our review of home hedth (skilled) and HCBS (unskilled) clamswe found severd
instances where controls over provider payments were lacking and where postpayment
review toidentify inappropriate paymentswasinsufficient. The Department of Hedlth Care
Policy and Financing has two primary defense mechanisms for preventing ingppropriate
payments for its Medicaid programs.

Automatedsystem edits. The State contractswith Consultec (the State’ sFiscal
Agent) for processing all Medicaid claims. Consultec and the Department of
HedlthCare Policy and Financing work together to maintain apayment system that
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employs automated edits and controlsto help ensure that the Medicaid payments
made aredlowable. Thissystemiscalled the Medicaid Management Information
System (MMIS), and is the Department of Hedlth Care Policy and Financing's
primary control over ensuring that payments made are dlowable, pad at the
correct rate for the service type, not duplicative, and only for Medicaid-digible
clients.

S HCBS (unskilled) servicesarespecifically controlled by theMMISsystem
through automated edits that do not allow payment for any services other
thanthosethat have been prior authorized by the Single Entry Point (SEP)
agencies on the client’s PAR (Prior Authorization Request).

S Home hedth (skilled) service authorization and utilization are currently
controlled only through postpayment review. However, under the new
home hedlth rules, home hedlth services will dso be controlled viaaPAR
document, and the MMIS system will not pay for home hedlth services
that are not prior authorized.

* Postpayment review. The Department of Health Care Policy and Financing dso
has a Program Integrity Unit (a unit within the Department’s Qudity Assurance
Section) that workson postpayment review and clamsreview for Medicaid clams
to identify ingtances of ingppropriatdy paid clamsand to recover those payments.
Thisunit currently has 5 FTE (one of which is vacant) dedicated to the review of
about 12.5 million Medicad clams pad for dl Medicad programs. To
supplement the activities of this unit, the Department of Hedth Care Policy and
FHnancing contracts with outsde providers to conduct clams reviews.
Additionaly, the Department isin the process of trying to implement contingency-
based contracting for post-payment review of clams. Contingency-based
contractswould alow an outs de contracting agency to investigate claims, recover
on inappropriately paid clams, and keep a portion of the recoveries.

Existing RulesDo Not Ensure That Services Paid For Are
Authorized or Medically Necessary

Currently home hedlth services are authorized on the home hedlth certification or plan of
care (the HCFA 485 form). Essentidly, the plan of care sates the type of servicesto be
provided and the number of vidts per day, week, or month. This plan of careisrevised
every two months. According to staff a the SEPS, the home hedth agency will write up
the plan of care and a physician Sgns the plan. Under the current rules for home hedth
billing, dlamsfor services will be paid aslong asthe service hilled is dlowable, the client
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is Medicaid-digible, and the provider submits a physician’s referra number onthedam.
Other than these items, there are no editsin the system that prevent home hedlth agencies
from billing for unauthorized or unnecessary services. The only manner in which HCPF
will find that unauthorized services are being billed isthrough postpayment daimsand case
file review. With over 160,000 home hedlth claims processed in Fiscal Year 2000, it
would be difficult for HCPF's Program Integrity Unit to perform postpayment review on
alarge enough volume of claims to obtain assurance that services paid for are authorized
and medicaly necessary. During our audit we found severd examples of payments for
home hedlth services that appeared to be unauthorized or not medically necessary.
According to Program Integrity Unit aff, the reviews they have completed have resulted
ingmilar findings

» Services paid for were not included on plans of care. During our audit we
reviewed home hedth plans for 20 clients in our case file sample and compared
what was authorized on the plan of care with what was actudly paid for during the
same time period. For 9 of the 20 (45 percent) clients reviewed, we found
services paid for that were not authorized. In tota, we found about $25,000 in
unauthorized services provided during the sx-month period from approximeately
January 1, 2000, to June 30, 2000.

* Homehealth plans of care were not signed by the physician. During our
review of home hedth plansfor 20 clients, we found that the home hedth plans of
care were not signed by the physician in 40 percent of the cases. Asareault, itis
questionable whether aphyscian actudly authorized dl servicesprovided and paid
for these clients. In tota, these clients received over $280,000 in home hedlth
sarvicesthat could potentialy be denied due to lack of documentation.

* Homehealth and HCBS services are sometimesduplicative. Our casefile
review identified instances of persona care services being included in both the
HCBS and home hedlth plans of care.  Further, we found instances where both
the home health care provider and HCBS provider were billing for persond care
services on the same day for the same client. 1n some casesthe serviceslisted as
provided in the provider logs appeared to be duplicative. As an example, the
HCBS persona care provider comes in two times a day to clean the bathroom
and comb and set the dlient’s hair. A home hedth provider was d<o hilling for
these same sarvices on the same days, within ashort time after the HCBS provider
was a the client’'s home. In some cases it was not gpparent that services were
needed from both types of providers. In areview of provider documentation of
services provided, weidentified atota of about $2,000 in servicesthat were paid
for and appear to be duplicative. In most cases the duplicative services were
provided by the same service provider agency.
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» Some services provided appeared to be unnecessary. Our review of home
hedlth plans and clams data identified one instance of physicd thergpy services
being provided to a 94-year-old woman who was wheel chair-bound. According
to aregistered nurse a the SEP who is familiar with this dlient’'s medica history
and reviewed the client’ shome hedlth plan of care, thisclient should not be getting
physca thergpy, because she is not benefitting from the thergpy. This client
received dmogt $5,200 in physica therapy services during Fiscal Y ear 2000. In
our review we found that therapy services should typically belimited, and services
should be discontinued when the therapist can no longer show that the person is
bendfitting from the therapy. In addition, many physical thergpy techniquescan be
taught to theclient or the client’ s caregiver and continued without continuous visits
by the therapist. Closer attention should be paid to the authorization and use of
therapy services to ensure that services provided are medicaly necessary and
beneficid to the client.

The clams identified in the above examples are potentidly recoverable items that the
Department will have to investigate further.

New Home Health Rules Are a Step Toward
Accountability

Since 1999 the Department of Health Care Policy and Financing has worked with the
Medica Services Board, the SEPs, service providers, and client advocacy groups at
revigng the current system of authorization for long-term home hedlth care provided by the
Medicaid Home Health program. The Medical Services Board recently passed the new
home hedlth rules, and implementation is planned for July 1, 2001. The Department has
worked to implement these rules because it recognizes that the existing rules for home
hedth dlow many loopholes for payment of services that are not authorized and for
duplication of services between the HCBS and Home Hedlth programs. The Department
has completed aseries of four studies on the growth and expendituresin the Home Hedlth
program. The new home hedlth rules are one of the additional controlsin place that the
Department hopeswill reducethe occurrence of ingppropriate billing and service practices.

Under the new home hedth rules, dl home health services will be controlled through Prior
Authorization Request (PAR) documents similar to those used in the HCBS system.
HCBS clamswill only be paidif the clam submitted isfor services authorized onthe PAR
document. For clients getting both HCBS and home hedlth services, the SEPs will be
responsible for reviewing and approving the PAR documents. PARs for dl other home
hedlth participants will be reviewed and approved by the State’ sFiscal Agent, Consultec.
The Department hopes that these rules will reduce the occurrence of unauthorized service
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payments, that there will beless duplication between HCBS and home hed th services, and
that unnecessary services will be prevented.

Recommendation No. 53:

The Department of Hedlth Care Policy and Financing should monitor the implementation
of the home hedlth rules. Specificdly, the Department should eva uate the effectiveness of
the new rules in preventing payment for services that are not authorized, preventing
duplication between HCBS and home hedlth services, and preventing servicesthat are not
medically necessary from being provided.

Department of Health Care Policy and Financing
Response:

Agree. The Department will monitor the implementation of the new home hedth
rules and their effectiveness in preventing payment of unnecessary services. The
Depatment is currently training SEPs on their new responsbilities for prior
authorization of HCBS and home hedlth services and will monitor the SEPs
directly and through the Department of Human Services. Rules will be modified
or added as needed. The Department will use contingency-based contract
vendors to ensure that providers are complying with the rules.

In addition to the new SEP responsihilities, the Department implemented severd
other changes to the HCBS and Home Hedlth programs which have significantly
reduced the cost increasesin both of these programs. The changesinclude growth
cgps, measurement guidelines for the use and length of time to complete certain
tasks in the home, new editsin the MMIS, payment units based on time instead
of vidits, and limitations on nurse assessments.

Postpayment Review Processes Should Be
| mproved

The Department of Health Care Policy and Financing employs 5 FTE in its Program
Integrity Unit. The primary mission of this unit is to identify instances of ingppropriate
payments and recover payments when necessary. Our audit revealed severa problems
with the manner in which this unit handles the review of Medicaid dams related to the
HCBS-EBD and Home Hedlth programs. Specificaly, we found:
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Follow-Up on Problems I dentified Is Not Always Done

The Department paid about $140,000 to the Colorado Foundation for Medical Care
(CFMC) to perform areview of HCBS-EBD and home hedth clams. Theresultsof this
review were reported to the Department in April of 2000. CFMC reviewed a large
sampling of damsfor both programs and found very high occurrences of ingppropriately
billed services. Intotd, CFMC found that 22 percent of the total dollar value of HCBS
clams sampled were billed inappropriately and were likely recoverable. In addition, 37
percent of the totd dollar vaue of home hedth clams sampled were dso found to have
been billed ingppropriately and to likely berecoverable. Thetotd dollar amount identified
as recoverable for these HCBS and home hedlth claims combined was over $23,000.
These findings are sgnificant. In the same study, CFMC recommended that the
Department conduct severd focusstudiesto further identify ingppropriate billing practices.
However, more than one year has passed since these recommendations were made, and
the Department has till not done any of the additional studies or recovered on the
ingppropriate payments identified by CFMC.

Our audit aso performed a claims review and found problems similar to those in the
CFMC study, including about $5,000 (10 percent of thetotd dollarsreviewed) of services
for 18 clientsthat were ingppropriately charged for reasonsincluding that the service was
not documented, the services were duplicative of other services that the client was
recaiving, the service appeared unnecessary, or the provider was unbundling the services
(eg., billing both the home hedth and HCBS programs for the same care for one client).

Volume of Claims Review |s Not Adequate to Provide Assurance
That Claims and Expenditures Are Appropriate

Of thetotd 5 FTE in the Program Integrity Unit, only 1 FTE is dedicated to the review of
about 1,200 home hedth and HCBS service providers (including providers not certified
by the Hedth Facilities Divison). According to documentation provided by the Program
Integrity Unit staff, they reviewed a sample of claims for about 100 HCBS and home
hedlth providers paid during Fiscd Year 2000. The provider reviews resulted in alittle
over $110,000in recoveriesfor Fiscal Year 2000. For Fiscal Year 2001 (through April)
the Program Integrity Unit has recovered about $102,000. The largest recovery year was
in Fisca Y ear 1999 when nearly $485,000 was recovered. The Program Integrity Unit
could not identify the total number of clams reviewed for the providersin their sample.
The volume of review conducted is insufficient and does not provide adequate oversight
of HCBS and home health expenditures. Similar findings were reported in our 1999 audit
of Medicaid Fraud and Abuse, in which HCPF agreed to increase the volume of
postpayment review of home hedth providers.
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Aqggregate Data Review |s Not Used to | dentify Potential
Problem Areas

According to interviews with Department staff, aggregate clams data are used for
identifying outliers and selecting providersand clamsfor postpayment review. However,
the Department is not doing some of the more basic types of aggregate datareview, such
asreviewing clams paid by service type, reviewing clams paid to ensure that providers
are not paid for services that they are not certified to provide, or doing ongoing review of
clamsto ensure that payments are not made for services after the client’s date of death.
During our review we performed severa tests of aggregate data using an audit software
with the cgpability to handle large volumes of data. Some of the problems we identified
are discussed in subsequent sections of this report and include payments made for
unallowable service types, payments made to uncertified providers, and payments made
for service dates after the date of the client’s death. Each of these findings resulted from
anaggregate test of the data, such aslooking at the data by servicetype, or matching dates
of death or ligts of certified service providersto the clamsdata. Thesetypesof aggregate
data andyss could provide HCPF with important trend information on the types of
services being provided, amounts paid to specific providers, or amounts paid on behdf of
clients, and this information could indicate problems with provider billing practices, or
provider abuse. Such andysswould dlow for amore effective postpayment review that
targets unusua payments and identifies system ediits that are not functioning properly.

Postpayment review is the last defense the Department can employ for preventing
fraudulent and abusive billing practicesfor Medicaid programs. With thevolume of claims
the Department is responsible for, sampling is obvioudy atool that must be used in order
for the staff to provide the best coverage with the fewest resources. However, the amount
and type of reviews that are ongoing are inadequate to ensure that the Department is
mesting its fisca respongbilities for these programs.

There are aggregate data reviews that are dso critica. HCPF should be reviewing tota
dams expenditures by type of service and by provider on a quarterly basis to identify
trendsand potential areasof abuse. Likewise, it could easily automate certain reviewsthat
could be done periodically to match data sets from desth records or certified provider lists
to identify clamsthat were potentidly paid ingppropriately. Thesetypesof review are not
time- or saff-intengve but could provide HCPF with better coverage of their claimsdata,
as well as better information from which to choose samples of claims or providers to
review. According to Department staff, they dready have the software capabilitiesto do
these types of analyses.
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Recommendation No. 54:

The Department of Hedlth Care Policy and Financing needs to increase the value added
by its Program Integrity Unit by doing the following:

a

Increasing the volume of reviews performed on clamsdata, and scheduling certain
types of reviews to occur in an ongoing way.

Changing the Depatment’'s review methodology from a drictly sampling
methodology to one that aso incorporates aggregate data analysis and review.

Utilizing the information provided through other agency reviews of clams to
implement prevention measuresand recover additional moniespaid outincorrectly.

Department of Health Care Policy and Financing
Response:

Agree. The Department stated, in its response to the July 1999, State Auditor's
Recommendation on extending oversight of home hedlth agencies with post-
payment review, that it could only expand such review by receiving additiona
resources or using "contingency-based contracting.” This authorization was
requested in the Department's November 1, 1999 report to the JBC, which was
authorized on June 22, 2000. Since that time, the Department has promul gated
RFPsfor three of the five projects, and has awarded contracts for two of thefive
contracts. Inaddition, the Department requested additional FTEsfor the Program
Integrity Unit (PIU) inits Budget Request for Fiscd Year 2002. In maximizing
these new resources, the Department agrees to incorporate the Auditor's
recommendetions.

In the past, to maximize the Department's limited resources, the PIU conducted
focused studiesin home-based services by reviewing asmdl sample of clients per
provider in an effort to addressrisng costsin home hedth care. The Department
believes that, in order to create a sentind effect and inform providers of the
requirements, it is more important to review alarger number of providers versus
alarger number of clients from only afew providers. The Department believes
that these recommendations can be fully implemented by July 1, 2002, using the
contingency-based contractor.
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Additional Payment Controls Are Needed

During our review of claimsdatafor Fiscal Y ear 2000 HCBS and home health payments,
we found severd ingtances in which additional system edits or controls in the MMIS
systemwould have prevented ingppropriate paymentsto providers. Our review identified
severd weaknesses in payment controls.

MMIS Allows Payment to Uncertified Providers

Each provider of HCBS (unskilled) and home hedlth (skilled) services must be certified as
aMedicad provider to receive Medicaid payments. For HCBS, service providers must
be certified separately for each different service type they would like to provide. For
example, one provider may offer personal care services and adult day care services. This
provider must be certified asboth an adult day care provider and apersond care provider.
The MMIS system does not currently have an edit in placethat alows providersto bepaid
only for servicesthat they are certified to provide. According to aff at Consultec, when
origindly setting up someof the system ediits, ingtalling an ediit that would prevent payments
for services to providers that are not certified for that payment type was discussed.
However, the Department never pursued the edit. In June 2000 the Department added
severd edits to the MMIS system to prevent payments to uncertified providers from
occurring in the Home Hedth program; however, these sameeditsare not in placefor the
HCBS program.

For Fiscd Year 2000 we found about $15,000 in services paid to four providers who
were not certified to provide the services for which they were paid. In Fisca Year 1999
we paid an additional $43,000 to one of these same providers for services that the
provider was not certified to provide. According to Department staff, the Department
does not periodicaly check to seewhether providersare providing servicesfor which they
are not certified. The Department should be able to automate this check and integrate it
into its clams review process.

MM IS Does Not Prevent I nappropriate Use of Acute Home
Health Revenue Codes

Under the current (and future) home hedlth rules, home hedth agencies are dlowed to
provide acute home hedth care, without prior authorization. Acute home hedth is
provided to a client when they have an immediate need for a service due to a sudden
sckness or injury. Acute home hedth is not meant to be continued over the long term.
Ongoing home hedlth servicesarebilled to long-term home heal th revenue codes. Because
acute home hedlth does not have to be authorized prior to the service' s being ddivered,
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these services do not have to appear on the client’s plan of care and, as aresult, are a
higher risk for abuse and ingppropriate billing. Although the Department did recently add
an edit to the MMIS system to prevent providers from being able to bill for servicesin
excess of thedaily dollar limits, these edits do not ensure that acute home hedth codesare
used appropriately. Currently the only method used by HCPF to identify instances of
acute home hedlth codes being used ingppropriatdy is postpayment review. During our

review of home hedlth plans for a sample of 20 clients, we identified 3 clients who had
plans of carein place but for whom al services paid during the sx-month period reviewed
were charged to acute home hedlth codes. A system edit to identify frequent or ongoing
hilling of acute home hedlth for one client may help to focus reviews and identify instances
of provider abuse. Thiswill be even more critica under the new home health ruleswhere
long-termhome hedlth serviceswill be much moretightly controlled and acute serviceswill

not.

MMIS Continued to Allow Payments for Services After the
Client’s Death

During our review of Fiscal Y ear 2000 clamsdata, we performed adatamatch to identify
payments for services that may have occurred after the client’s date of death. For this
review we obtained the dates of death for 201 clients served by the five SEPs in our
sample areaswho died between July 1, 2000, and October 31, 2000. We matched these
clientsto a database of nearly 95,000 clams for HCBS and 51,000 home hedth claims
with service dates occurring during the same time period. Although we did not find any
home hedth claims paid inappropriately, our review identified about $3,000 in HCBS
dams paid on behdf of five clients (2 percent of dl clients sampled) for services efter their
dates of death. The mgority of these costswerefor persond care servicesfor one client.
Of particular concern is that we found these problemsinasmdl sample of dlientsand aso
inasmdl sample of daims. Thiscould indicate that amuch larger dollar amount of clams
is being paid for clients who are deceased. A 1999 audit of Medicaid Fraud and Abuse
identified problemswith the dates of desth being entered intothe MMIS systeminatimey
fashion. If the date of death is entered into the system after claims have dready been paid
for services occurring after that date, the system does not go back and recover those
cdams. The Department of Hedlth Care Policy and Financing agreed to implement the
1999 audit recommendations.
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Editsfor Some Unallowed Service Types Are Missing

A review of dl skilled care dlams paid during Fiscal Y ear 2000 identified four types of
services pad for that are not covered benefits of the Home Hedlth program. In total,
MMIS paid claims amounting to about $5,200 for servicesthat the Home Hedlth program
doesnot cover. For these services, Consultec was unaware that the particular servicewas
not a covered benefit of the Home Hedlth program, and therefore, no edit had been set up
to prevent payment for these service types. The Department is responsible for notifying
Consultec of the edits that should be in place. It is critica that the MMIS system is
updated frequently and that the Department reviews edits and expenditures to ensure that
the State and Medicaid are not paying for services that are not covered. According to
HCPF saff, the Department does not currently review all expenditures by program to
ensure that unalowable types of expenditures have not been made. Thisreview isnether
time- nor gaff-intensiveand prevents payment for ingppropriatetypesof services. Further,
these types of problems should be easily prevented through automated edits.

Staff at Consultec Overrode Edits and Paid Claimsfor
Unallowable Services Under Home Health

Our review of dl home hedth payments identified three types of services, totaling about
$4,300, that are not covered benefits of the program. According to staff at Consultec,
these clamswere paid because of clerica mistakes, specificdly, staff had overridden edits.
According to Consultec staff, these errors should not have been made. There are few
reasons, if any, to override edits and pay claims for servicesthat are not covered. HCPF
should ensure that appropriate levels of supervison are in place for reviewing and
approving instances where edits are overridden. One concern is that with the volume of
daff turnover a Consultec, training needs to be provided more frequently on the
appropriate circumstances for overriding edits.

Decreasesto PAR Services Are Not Entered IntoMMIS

The MMIS system will only process payments for services that are authorized on the
client's PAR document. If a provider bills for a service not included on the PAR, the
system will deny payment. Currently decreases to PAR services are not required to be
submitted to Consultec for entry into the MMIS system.  As aresult, if a case manager
decreasesthe amount of servicesthat aclient issupposed to receive, that decreasewill not
be reflected in the MMI S system and a provider could continueto bill for servicesthat are
no longer authorized. Decreases to PAR services should be a required entry into the
MMIS system.
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Additional Controls Are Needed Over Home M odification
Services

Once a PAR has been entered into the MMIS system authorizing a home modification (a
service offered through the HCBS program), the provider could theoreticaly bill and be
paid for the entire project prior to ever completing any of thework. Thereare no controls
in placein the MMIS system that prevent a contractors from being paid until the work is
completed satisfectorily or, if the project is large enough, until it has been formdly
ingpected. Asan example, one of the clientsin our casefile review was authorized about
$4,000 for a bathroom remodd job. Theinitia contractor completed some of the work
but left prior to finishing thejob. Asaresult, the HCBS program paid about $16,000 for
a new contractor to come in and redo the job correctly. The Department has since
recovered nearly $5,400 from this provider. Department staff acknowledge that thisisa
problem; however, they dso stated that the same problem is true for dl HCBS service
types. Theoreticdly, a provider could bill for al services authorized on the PAR a one
time prior to providing the services. This, however, is not alowed by the rules for how
providers are to hill for services.

Automated editsin a payment system are the State’' s best defense againgt ingppropriate
payments to service providers, for al Medicaid programs. The types of problems
identified during this audit are preventable through the use of system edlits.

Recommendation No. 55:

The Department of Health Care Policy and Financing should work with Consultec, the
State’s Fisca Agent, to implement additiond system edits and controls to address the
types of issues identified during this audit, increase oversight of edit resolutions, and
increase monitoring of Consultec's training of staff. Further, the Department should
perform ongoing review of the edits in place to ensure that edits are set and functioning
correctly and to identify areas for improvement.

Department of Health Care Policy and Financing
Response:

Agree. The Department has addressed many of the issues identified in the audit
and will continueto do so. Editsare dready in placeto prevent payment for non-
benefits and to place a daily payment limit on acute home heath services.
Beginning July 1, 2001, prior authorizations will be required for long-term home
hedlth services. The Department will continue to investigate ways of improving
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edits over home hedth and HCBS. The Department has aso conducted an
investigation and produced a report on improving date of death informetion.

All edits have resolution text thet indructs the individud handling the clam how to
process the specific clam pogting this edit. The Department and the fisca agent

have regular, weekly mesetings. The fiscal agent operations staff and the State's
business andydts have been utilizing these weekly meetings to address editsin a
critica priority order. A schedule has been devel oped with completion definedin

July 2001. The Department will require the fiscal agent to provide enhanced

training and monitor staff for gppropriate implementation of the edits by August

2001.

Assessment and Eligibility Processes
Should Be Improved

Currently the digibility determination processfor HCBS servicesisatwo-step gpproach.
The first step is for the applicant to apply for services at the Single Entry Point (SEP)
agency intheir area. The SEP then conductstheinitial functional assessment and prepares
an initid plan of care for the client. The SEP then forwards the assessment to the
Colorado Foundation for Medica Care (CFMC). CFMC is the agency that the
Department contracts with asits Peer Review Organization (PRO) and utilization review
contractor. The Department has delegated find digibility determination authority to
CFMC for the HCBS programs.

The client assessment process is currently separate from the digibility determination
process. The SEP agencies assessthe dient’ sfunctiondity using sandards established in
the ULTC-100 assessment document. SEP staff meet with the client in person, in the
client's home, and verify dl information related to assessment criteria. SEP staff do not
determine whether the dient isactudly eigible. The ULTC-100 isforwarded to CFMC
for final digibility determination. Upon receipt of the ULTC-100, CFMC dther data
enters and automatically approves the client for services, or does a desk review of the
ULTC-100 and then approves or denies digibility. During our audit we found that
eligibility determination could be streamlined. Restructuring the assessment and dligibility
processeswill result not only in cost savings but aso in amore effective screening process.

In our sample of 138 client records, we identified 14 clients who should not have been
approved for services. The five SEPs we visted identified an additiond 12 clients, not
included in our sample, who they believe should not have been approved for services by
CFMC. Indl 26 casesthe clients were either highly functiona or the physician’ sreferra
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specificdly stated that the client did not need long-term care. During Fiscal Year 2000
these clients received nearly $109,000 in HCBS sarvices and an additiona $164,000 in
other Medicaid State Plan benefits. We bdieve that the high rate of inappropriate
approvas and resulting cogtsisrelated to the fragmentation of theassessment and digibility
determination processes.

Separating the processes of assessment and digibility determination aso resultsin higher
adminigtrative costs. During Fisca Year 2000 the Department paid SEPs about $2.6
million (about one-fifth of total SEP payments) for client assessments and CFMC nearly
$500,000 for determining digibility. CFMC'’ sreview of the UL TC-100 does not add any
new information to the assessments performed by the SEPs. As aresult, the additiona
step of having CFMC determine eligibility ether through data entering or doing a desk
review of the paperwork aready prepared by the SEPs is unnecessary. In addition to
being coglly, atwo-step approach for digibility determination increases the time a dient
will have to wait to receive services. We bdieve that the functions of assessment and
digibility determination could easlly be combined for a more cost-effective and time-
efficient sysem. The Department iscurrently in the process of exploring other optionsfor
moving severa of CFMC's current duties to the SEPs, including alowing SEPs the
authority to make digibility determinations.

Recommendation No. 56:

The Department of Hedlth Care Policy and Financing should evauate the costs and
benefits of combining assessment and digibility determination, and establishing an
independent third-party review of these processes.

Department of Health Care Policy and Financing
Response:

Agree. The Depatment isin the middle of a large redesgn implementation that
will combine the SEP assessments with SEP determinations of admission or denid
to long-term care programs. CFMC will stop work on digibility determinationin
March of 2002. The Department anticipates hiring a balance of state contractor
to provide oversight of the process, to monitor consistency with SEPs, and to
conduct long-term care reviews that SEPs are unable to assume.
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Oversight of the SEPs

The Home Health and HCBS programs involve a complicated web of interagency
involvement. The Department of Hedlth Care Policy and Financing isthe lead agency and
contracts with other agencies to oversee and provide coordination for HCBS and home
hedth services. Specificaly, the Hedlth Facilities Divison (the Division) is contracted to
oversee and investigate service provider qudity-of-careissues; the Department of Human
Services (DHS) is contracted to review the activities of the 25 SEP agencies, and the 25
SEPs are contracted to provide assessment, service planning, and case management
sarvicesto HCBS program participants. Wefound severa insanceswhere oversight and
communication among al agencies involved should be improved.

The Department of Human Services (DHS) monitors the SEP contractors under a
cooperative (interagency) agreement with the Department of Hedth Care Policy and
Fnancdng. DHS's oversght responshilities include training, technica assstance,
monitoring, and making recommendations to the Department of Hedlth Care Policy and
Financing regarding provider certification, and financid audits for SEP agencies. Our
review concentrated on the oversght components of DHS's review including DHS's
monitoring, certification, and financid audits of the SEP agencies. We found room for
improvement in severd aress.

Financial Compliance Reviews

DHS isresponsgble for conducting on-ste financia compliance reviews (FCRs) for each
SEP agency. Thefactorsdetermining thefrequency of the FCRsaremutudly agreed upon
by DHS and HCPF. The review islimited to an examination of the program expenditures
and the reimbursement of these costs reported by the SEP system. We identified the
following problems with the FCRs:

* Financial compliance reviews performed by DHS are not timely,
consistent, or cost-effective. The most recent Financid Compliance
Reviews conducted at four out of thefive SEPswevidted werefiveyearsold,
conducted in Fiscal Year 1996. Another SEP had their review in Fisca Year
1999 for thethree-year period covering 1997, 1998, and 1999. Additionally,
one of the largest SEPs has not had areview snce 1996. Intotd, for thefive
SEPs we visited, DHS recovered about $400,000 as a result of the
compliance reviews. DHS explained that they try to conduct these audits
every three to four years, but only one of the five had a review in that time
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frame. Since the recoveries resulting from these reviews are significant, the
reviews should be conducted annudly.

» SEPsarenot reverting the unspent monieswithout areview. SEPsare
required to revert any funds that they received but did not spend during the
Fiscal Year. However, for the five SEPsin our sample area, DHS recovered
about $260,000 in funds that the SEPs did not spend and that were not
reverted prior to DHS sreview. Although there is some confusion between
HCPF and DHS daff as to whether SEPs are reverting funds when
compliance reviews are not conducted, our review confirmed that the SEPs
are not reverting the funds for years in which they do not receive afinancid
compliance review. HCPF should include pendties and logt interest in the
SEP contracts that ensure SEPs comply with requirements to revert unspent
funds

With HCBS program costs increasing greetly eechyear, itisimperdivetha the oversght
proceduresin place concentratethe r effortson reviewing issuesthat directly relateto client
care and cost control. As a result, we believe that the Department of Human Services
should improve the oversight of the SEPs. It ispossiblethat financid compliance reviews
could be included as anagreed-upon audit procedure during the counties annud financia
audits. If this were done, DHS could review the results during its desk review of the
financid audits. Recoveries from the annua compliance reviews would offset someor dl
of the costs of the more frequent reviews.

Recommendation No. 57:

The Department of Health Care Policy and Financing should include enforcement actions
in the SEP contracts that pendize the SEP for not reverting funds in accordance with

Department policy.

Department of Health Care Policy and Financing
Response:

Agree. The Department will explore requiring the SEPsto, periodicaly during the
contract year, complete and submit a credit balance report. The report will be
desk reviewed by Department staff. The Department will congder pendties for
not reverting unexpended funds as part of its review of its SEP payment
methodology. Enhanced financia compliance reviews will be necessary to
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accurately identify unexpended funds. Thiswill beincorporated in SEP contracts
for Fiscd Year 2003.
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Department of Higher Education

| ntroduction

The Department of Higher Education includesdl public higher education indtitutionsin the
State, as well as the Auraria Higher Education Center, the Colorado Commission on
Higher Education, the Colorado Council onthe Arts, the Colorado Student L oan Division,
the Colorado Student Obligation Bond Authority, the Colorado Historica Society, and the
Divison of Private Occupationa Schools. Please refer to page 49 in the Financia
Statement Findings section for additiona background information.

Board of Regents of the University of
Colorado - University of Colorado

The Univergity of Colorado was established on November 7, 1861, by an Act of the
Territorid Government. Upon the admission of Colorado into the Union in 1876, the
University was declared an indtitution of the State of Colorado, and the Board of Regents
was established under the State Condtitution as its governing authority.

The Univerdty conssts of a centra adminigiration and four campuses: Boulder, Denver,
Colorado Springs, and Health Sciences Center. These four campuses comprise 16
schools and colleges.

Thefollowing commentswere prepared by the public accounting firm of KPMG LLP, who
performed audit work at the University of Colorado.

Subrecipient Monitoring at the University of
Colorado at Boulder Should Be Expanded

The University of Colorado receives substantia federal awards at each of its campuses.
Some of these funds are passed on to other universities, local municipalities, nonprofit
organizations, and private companies. Under Office of Management and Budget (OMB)
Circular A-133, the University, as a pass-through entity of federa awards, isresponsible
for:
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* ldentifying to the subrecipient the federal award information and applicable
compliance requirements.

* Monitoring the subrecipient’s activities to provide reasonable assurance that the
subrecipient administers federd awards in compliance with federa requirements.

* Enauring required audits are performed and requiring the subrecipient to take
prompt corrective action on any audit findings.

» Evduating the impact of subrecipient activities onthe pass-through entity’ sability
to comply with gpplicable federd regulations.

Factors such asthe size of awards, percentage of the total program’s funds awarded to
subrecipients, and the complexity of the compliance requirements may influence the extent
of monitoring procedures.

Monitoring activities may take various forms, such as reviewing reports submitted by the
subreci pient, performing Steviststo the subrecipient to review financia and programmeétic
records and observe operations, arranging for agreed-upon procedures engagements for
certain aspects of subrecipient activities, such as digibility determinations, reviewing the
subrecipient’s single audit or program-specific audit results, and evauaing audit findings
and the subrecipient’s corrective action plan. The University of Colorado at Boulder
(UCB) utilizes receipt of single audit reports as their monitoring activity.

We noted that UCB'’s policy states that for subcontracts over $25,000, the pass-through
entity must supply the UCB with aletter stating its compliance with OMB Circular A-133
and/or supply it with the audit report. Any reports received with findings related to the
Universty’ sspecific subawardsor Research and Devel opment cluster control findingsmust
be followed up on to ensure the corrective action plan is put in place and the findings are
resolved. We tested 13 subawards and noted that 2 entities had single audit reports with
findings related to the Research and Development cluster. There was no documentation
of thereview of the OMB Circular A-133 reportsto determineif thefindingswould impact
or were related to the specific subawards the University had granted to these
subcontractors.

We recommend the University ensure there is a documented review of each subrecipient
audit report. This review could be asingle sheet of paper or documentation of the work
performed in aspreadsheet (currently in use at the University of Colorado Health Sciences
Center). This documentation should be completed when each audit report isreceived and
reviewed. The documentation should includewhether the subcontractor wasin compliance
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with the OMB Circular A-133 requirements as well as any findings related to the
Univergty’ sspecific subaward and/or the Research and Devel opment Cluster. Discussions
with the subcontractor or principd investigator relating to the status of findings and the
corrective action plan should be included.

Recommendation No. 58:

The University of Colorado a Boulder should ensure that review of audit reports of the
subrecipient monitoring activity addresses proper review and resolution, if any, of findings
noted in the reports.

University of Colorado Response:

Agree. University of Colorado at Boulder's Office of Contracts and Grants will
implement a process no later than December 31, 2001, to document itsreview of
each subrecipient's audit report and resolution, if any, of findingsin the reports.

State Board of Agriculture

The State Board of Agriculture has control and supervision of three distinct inditutions:
Colorado State Univergity, a land-grant university; Fort Lewis College, a liberd arts
college; and the University of Southern Colorado, aregiona university with a polytechnic
emphasis.

The Board adminigtersthe State Board of Agriculture Fund located in the State Treasury.
The Board isauthorized to fix tuition, pay expenses, and hireofficias. The chief academic
and adminigrative officers arethe chancelor of the Colorado State University System and
the presdent of each inditution.

University of Southern Colorado

The University of Southern Colorado was incorporated in 1935. On July 1, 1975, the
State Legidaure granted the inditution universty satus. Threeyears|ater, the Colorado
State Board of Agriculture assumed governance of the University. The University of
Southern Colorado is accredited at the bachelor's and magter's levels, with specia
emphasis on polytechnic education.
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Thefollowing commentswere prepared by the public accounting firm of Clifton Gunderson
LLP, who performed audit work at the University of Southern Colorado.

Federal PerkinsLoan Program

Federal Perkins Loans are available to certain students meeting digibility requirements
established by the United States Department of Education. The loan program is partidly
funded by the U.S. Department of Education. The U.S. Department of Education requires
certain procedures to be followed by al ingtitutions accepting federal Perkins Loan
Program dollars such as keeping certain documentation in individual files for each
borrower. If these procedures are not followed, the University risks losing these federa
funds to support student attendance.

Our audit procedures included testing 10 borrowers who went into repayment during the
year, 10 borrowers who had their loans deferred or canceled, and 10 borrowers who
went into default. We noted the following:

* For 1 out of 10 borrowers who went into repayment during the year, a required
addendum to the promissory note was not included with the signed promissory
note as required for al promissory notes made on or after August 1, 2000. The
addendum reflects the provisons resulting from the 1998 Higher Education
Amendments.

e For 10 out of 10 borrowers who went into repayment during the year, the
Univergty did follow required proceduresto contact the borrower by letter during
the nine-monthgrace period, but the Univeraity did not send theletterstimely (first
contact after 90 days, second contact after 150 days, and third contact 240 days
after the grace period begins). The letters remind the borrower that they are
respong ble for repaying theloan, the amount of principal and interest due, and the
due date and amount of the first payment.

* For 4 out of 10 borrowers who had their loans deferred or canceled, the
University did not maintain adequate documentation in the student’ sfile supporting
the reason for a deferment of loan payments.

* For 1 out of 10 borrowers who went into default, overdue notices were not
reaching the borrower because the borrower could not be located. Under
34 CFR 674.44, the school must take the following stepsto locate the borrower
if communicationsarereturned unddivered (other than unclamed mail): (1) review
the recordsof all appropriate school offices, and (2) review printed or Web-based
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telephone directories or check with information operators in the areas of the
borrower’s last known address. If these methods are unsuccessful, either school
personnel or acommercia skip-trace firm must be used to locate the borrower.
If school personnd are used, documented efforts must be comparable to
commercid skip-tracing firms. If the schoadl is till unable to locate the borrower
after taking these steps, the school must continue to make reasonable attempts at
least twice a year until the account is assigned to the U.S. Department of
Education or the account is written off. The Universty was not consgtent in
following the steps above to locate a borrower in defaullt.

Appropriate documentation should exist to demonstrate compliancewith U.S. Department
of Educeation requirements in order to ensure future participation in the federd Perkins
Loan Program and to asss in future collection efforts to avoid default by borrowers.

The Universty currently sends exit counseling information to borrowers by mail and
includes acopy of the mailed information in the sudent’ sfile as verification of sending the
information. Under 34 CFR 674.42(b), the University is required to conduct exit
counsdling with borrowers either in person, by audiovisud presentation, or by interactive
electronic meansshortly before the sudent graduates or drops bel ow half-timeenrollment.
If individud interviews are not possible, group interviews are acceptable. 1f the borrower
withdraws from school without the school’s prior knowledge or fails to complete an exit
counsdling sesson, the school must provide exit counsdling through ether interactive
electronic means or by mailing counsding materid to the borrower at the borrower’slast
known addresswithin 30 days after learning that the borrower has withdrawn from school
or falled to complete exit counseling. Of the 20 borrowers tested for proof of exit
counseling, only 2 had returned Sgned information back to the Univergty asrequestedin
the mailed packet of exit counsding information. Exit counsding conducted in a manner
noted above as required would assst the University in recelving Sgned information back
from students.

We undergand the University is consdering outsourcing the database adminigtration and
collection function for federal Perkins loans to a third party or upgrading the current
database system. The University’s current database for its federa Perkins loans is
becoming obsolete and the Univerdty has had sgnificant difficulties in maintaining the
sysem.  While we understand that there may be additional costs associated with
outsourcing as opposed to upgrading the current systlem (which may not be availablefrom
the vendor), we bdlieve the University is at risk of losng its federa Perkins loan funding
from the U.S. Department of Education due to the issues noted above and smilar issues
noted in previous years. Outsourcing the database adminigtration and collection function
to athird party would assst the Univergity in diminating these issues.
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Recommendation No. 59:

The University of Southern Colorado should:

a

Implement procedures to ensure that the required addendum to the promissory
notes is provided to dl students and included with the promissory note in the
borrower’ sfedera Perkinsloan file.

Implement proceduresto ensure that contact with borrowers during grace periods
is performed on atimely basis.

Implement procedures to ensure that adequate documentation is obtained from
students to support deferment of payments or canceled loans.

Implement procedures to ensure that contact and attempted contact with
borrowers in default is performed as required by the U.S. Department of
Education.

Strengthen efforts to conduct exit counsgling with borrowers either in person, by
audiovisud presentation, or by interactive eectronic means shortly before the
student graduates or drops below half-time enrollment as required by the U.S.
Department of Educetion.

Ensure that individua s responsible for due diligencerelated to thefederal Perkins
Loan Program are properly trained and maintain current knowledge of U.S.
Department of Education requirements.

Congder outsourcing the database adminigtration and collection function for
federal Perkinsloansto athird party.

University of Southern Colorado Response:

Agree. The University understands the importance of complying with the federd
regulations that support the federa Perkins Loan Program. Sgnificant
improvementsin the management of thefedera PerkinsLoan Program weremade
during the 2001 fiscd year, and further improvements are planned:

a. Therequired addendum is now being included with dl promissory notes.
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b, ¢, d, f. To be addressed via gaff training for those individuas currently
respongble for Perkins Loans Program management and outsourcing loan
collection activities.

e. A processto comply with exit counseling requirements will be developed.
g. The Universty is currently negotiating a contract for loan servicing of our

federa Perkins Loan Program and hopes to have this process completed by
January of 2002.

Return of TitlelV Funds

When a recipient of Title IV grant or loan assistance withdraws from school during a
payment period or period of enrollment in which the recipient began attendance, the
inditution must determine the amount of Title IV ad earned by the Sudent as of the
student’ swithdrawad date. If thetotal amount of Title IV assstance earned by the student
is less than the amount that was disbursed to the student as of the date of the school’s
determination that the student withdrew, the difference must be returned to the Title IV
programs as specified by the U.S. Depatment of Education and no additional
disbursements may be madeto the student for the payment period or period of enrollment.
If the amount the student earned is greater than the amount disbursed, the difference
between the amounts must be treated as a post-withdrawa disbursement.

Our audit procedures included testing 10 students who withdrew from school during the
year and did not recaive areturn of Title 1V funds (to test if they should have received a
returnof TitlelV fundsand did not) and 10 sudents who withdrew from school during the
year and did receive areturn of Title IV funds (to test if the return of Title IV funds was
caculated and administered as required). We noted the following:

* For 1 out of 10 students who withdrew from school during the year and did not
receive areturn of Title IV funds, a return of Title IV funds should have been
caculated because the student’s withdrawa date was prior to the cutoff for
making returns of Title 1V funds. The cdculated return of Title IV fundsrelated to
the student should have been $1,527 and was compl eted subsequent to year-end.

* For 2 out of 10 students who withdrew from school during the year and did
receive a return of Title IV funds, the amount of return of Title IV funds was
caculated incorrectly due to having used the wrong withdrawa date in the
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caculation. The caculated return of Title IV funds for the two students should
have been reduced by $35.

* For 1 out of 10 students who withdrew from school during the year and did
recaive a return of Title IV funds, the amount of return of Title IV funds was
caculated incorrectly due to the wrong amount of tuition charged to the student
that was used in the cdculatiion. The cdculated return of Title IV funds for the
student should have been increased by $197.

* For 1 out of 10 students who withdrew from school during the year and did
receive areturn of Title 1V funds, the University calculated the return properly but
did not return Title IV monies for Federal Family Education Loans to the lender.
The amount of Title IV funds not returned on behaf of the student was $1,428.

The net known questioned costs for the items noted above is $3,117.

Recommendation No. 60:

The University of Southern Colorado should implement proceduresto ensure that returns
of Title IV funds are cdculated for dl gpplicable students, caculated accurately, and
returnedto TitlelV programson atimely basisasrequired. The University should consder
having agaff person familiar with returns of Title IV funds review the caculaions mede
by other gteff.

University of Southern Colorado Response:

Agree. While the University currently has a process that addresses the return of
Title 1V funds, we recognize the need to drengthen this process. USC will
incorporate both technology (automated withdrawal reports) and processing (in-
person caculation at the time of withdrawa) changes to strengthen our Title IV
fund management. With regard to the questioned costs, USC has taken the steps
to correct dl student loans and has returned the $3,117.
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Trustees of the University of Northern
Colorado

The Board of Trusteesis the governing body of the University of Northern Colorado and
is composed of seven members gppointed by the Governor, with consent of the Senate,
for four-year terms (effective for terms beginning July 1, 1987); one faculty member
elected by the faculty; and one student member dected by the student bodly.

University of Northern Colorado

The University of Northern Colorado was established as a teachers college, with an
officid creation date of April 1, 1889. Throughout the years the school underwent many
name changes, but the Act changing the name to the University of Northern Colorado
became law May 1, 1970, thus making officia the university-level work which it has
offered since 1929. The University seeks to provide dl students with a broad genera
education as well as preparation for selected professons.

The following comment was prepared by the public accounting firm of Anderson &
Whitney, PC, who performed audit work at the University of Northern Colorado.

Change Perkins Loan Grace Period

The University has $9,328,710 in outstanding Perkins loans to approximately 5,700
current and former students.

During review of the federa Perkins Loan Program (CFDA 84.038), we tested the
caculation of the grace period for borrowers that withdrew from the Universty. The
Perkins loan program dlows a nine-month grace period before interest begins to accrue
and repayment begins ontheloan. Approximately 50 borrowerswithdrew or dropped to
less than haf-time status during the year.

According to federd regulations, the grace period should begin the day following
withdrawal from the University or the sudent having lessthan haf-time enrollment. During
testing we found that the grace period for students who withdrew or dropped to lessthan
half-time enrollment did not begin until the month following the end of the semedter. This
alowed students who withdrew additiona time before interest accrued and repayment
began. Thus, the Universty redized dightly lessinterest income and had dightly lessin the
Perkins Loan Fund for future loans.
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Recommendation No. 61:
The University of Northern Colorado should change the beginning of the grace period for

Perkins loan borrowers who withdraw from the University or drop to less than haf-time
enrollment.

University of Northern Colorado Response:

Agree. The Universty isin the process of modifying the grace period agorithms
in the student loan system. (Implemented, October 2001).

Trustees of the Colorado School of Mines

The Board of Trustees is the governing body of the Colorado School of Mines and is
composed of seven members appointed by the Governor, with consent of the Senate, for
four-year terms, and one nonvoting student member elected by the student body.

Colorado School of Mines

The Colorado School of Mineswasfounded on February 9, 1874. The primary emphasis
of the Colorado School of Mines is engineering, science education, and research. The
authority under which the School operatesis Article 40 of Title 23, CR.S,

The following comments were prepared by the public accounting firm of BKD, LLP, who
performed audit work at the Colorado School of Mines.

Receipt and Use of Federal Funds

The Colorado School of Minesparticipatesin numerousfedera grant programsthroughout
the year. These grants are largely for research and development programs within the
Univergty and for sudent financid aid. Research and development and student financial
ad were tested as mgjor programs under the OMB Circular A-133 for the year ended
June 30, 2001. Duringtheyesar, the University had expendituresunder thesefederd grants
of $16.1 million. Our testing noted instances of noncompliance with the requirements of
federa grants or OMB Circular A-133.
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| mprove Subrecipient Monitoring

Inthefiscal year ending June 30, 2001, the University reported on its Schedule of Federd
Assistance funds of $2,215,030 passed through to subrecipients in eight programs.

The requirements et forth in the OMB Circular A-133 provide that pass-through entities
(inthiscasethe University) obtain reasonable assurancethat federd award information and
compliance requirements are identified to subrecipients, subrecipient activities are
monitored, subrecipient audit findings are resolved, and the impact of any subrecipient
noncompliance on the pass-through entity is evauated. Also, the pass-through entity
should perform procedures to provide reasonable assurance that the subrecipient obtains
required auditsand takes gppropriate corrective action on audit findings. During our testing
of research and development grants, we found that the University did not adequately
document information about its subrecipient monitoring. Thisissue was aso noted in the
prior year audit.

The Universty designates a principa investigator, usualy a university professor. This
investigator is respongble for gpproving al expenditures submitted by subrecipients and
for supervison of the subrecipient. While proper supervison may be occurring, the
Universty did not have documentation to support the monitoring process. Without the
documentation, it is not possible to determineif al federd requirements had been met.

The Univergty should maintain adatabasethat listsal subrecipients. The database should
document that the subrecipients have received an OMB Circular A-133 audit and are
aware of theguiddines of thisregulaion. University personnel should then document their
review of the audit and respond to any reported findings and questioned costs. If the
University does not receive an OMB Circular A-133 audit from the subrecipient, a
certificationletter should be sent to the subrecipient. The subtitles on the certification letter
should include the following: (1) audit not complete, (2) audit complete/no findings, (3)
audit complete/related findings, or (4) not subject to audit. The database should also track
any other communication or monitoring of the subrecipient by the principa investigetor.
If a certification letter or OMB Circular A-133 audit is not received, the subrecipient
should be consdered not in compliance. If a subrecipient is not in compliance, the
principd investigator should be notified. The principa investigator should inform the
subrecipients that payments will be withhed until they are in compliance with the
regulations.

This recommendation affectsthefollowing grants 58-0111-0-006, 2001-35107-10052,
F49620-98-1-0483, DE-FC07-00CH11021, U60/CCU816929-01, R 826651- 01-0,
NCCW-0096, U60/CCU816929-02.
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Recommendation No. 62:

The School of Mines should devel op subreci pient monitoring documentation policies and
procedures to help ensure that subrecipient files are properly maintained and provide
documentation for the monitoring that has occurred.

School of Mines Response:

Agree. Within the past year the University has undertaken severa steps to
strengthenits subrecipient monitoring. A checklist was developed and iscurrently
in use to help determine whether a vendor or subrecipient relationship exists with
a subcontractor. If a subrecipient relationship exists, the subcontractor is
requested by letter to certify whether A-133 audit findings exist and provide their
responses. The Univeraty will develop and maintain a database to document our
subrecipient monitoring activities. Principd investigatorswill aso be requested to
complete some form of supervison checkligt to verify their monitoring of each
subrecipient.

| mprove Documentation of Counseling
Sessions of StudentsWho AreFirst-Time
Borrowersor L eave School

The University has 1,161 studentswho received gpproximately $6,432,700 in loansunder
the Federa Family Education Loan (FFEL) program. Under the FFEL program, the
Universtyisrequired to conduct counseling sessionsfor studentswho are borrowing funds
for the first time and students who graduate, withdraw, or drop out of school. In our
testing, 3 of the 30 students tested lacked documentation of the counsdling sesson. This
issue was dso noted in the prior year audit.

Recommendation No. 63:

The School of Mines should develop policies and procedures to help ensure counsding
sessions are performed and documented for students borrowing for the first time and
sudents leaving schoal.
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School of Mines Response:

Agree. TheUniversity atered counsgling session procedures and documentation,
during the past fiscal year, to incorporate both paper and eectronic formats. The
number of FFEL program policy exceptions was reduced by more than 70
percent. Toensurecontinued improvement inthe performanceand documentation
of counsdling sessons, the entire Financid Aid Office gtaff, including al work-
study students, will receive additiond training. A checklist will aso be employed
to make certain that appropriate information on exit counsdling is provided to
students who are withdrawing.
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Department of Human Services

| ntroduction

The Department of Human Services (DHYS) is solely responsble, by datute, for
adminigering, managing, and overseeing the ddivery of human services throughout the
State. Please refer to page 53 in the Financid Statement Findings section for additiona
background information.

| mplement On-Site M onitoring of County
TANF Activities

In 1996 Public Law 104-193, the Persond Responshility and Work Opportunity
Reconciliation Act (PRWORA), established federd wefare reform requirements and
created the Temporary Assistancefor Needy Families(TANF) program (CFDA 93.558).
In July 1997 the Department of Human Services implemented TANF in Colorado asthe
“Colorado Works’ program.

In Fiscal Year 2001 the Department expended over $197.6 million in federd financid
assgance and state generd funds for the operation of the TANF program. TANF was
one of the largest federa grants administered in Colorado in Fisca Year 2001, ranking
gaxth overdl in terms of expenditure levels. The TANF program is overseen by the
Depatment’s Office of Sdf-Sufficiency and administered localy by the county
departments of socid services. Each county is respongble for maintaining and following
its own Department-gpproved county plan outlining TANF policies and procedures.

The Department is ultimately responsible to the U.S. Department of Hedlth and Human
Services for ensuring that the State as a whole properly administers the TANF program
and mests federa reguirements. Because of the level of respongbility vested with the
counties, the Department must monitor county activitiesin order to meet itsrespongibilities.
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The Department Did Not Complete Scheduled On-
Site County Reviews

As part of our Fiscd Year 2001 audit, we reviewed the Department's supervison and
adminigration of the TANF/Colorado Works program. We found that the Department
is not adequately monitoring county TANF activities. Specificadly, the Department
discontinued on-site monitoring efforts previoudy in place. While department seff initialy
scheduled four on-site county reviews of the TANF program for Fisca Y ear 2001, they
vigted only two counties during the fiscd year and did not complete fina reports to the
counties or address identified problems with county staff.

The lack of follow-up isespecialy troubling due to the number and nature of the problems
identified through the Department’ sreviews. For example, DHS staff noted in the Pueblo
review that 31 of the 48 cases selected (65 percent) had discrepancies between the case
file and the Colorado Automated Client Tracking Information System (CACTIS) or did
not have an Individud Responghility Contract (IRC) inthefile. CACTISisutilized by the
counties to track the status of an individua's work activities. If datafrom the casefileare
not entered into CACTIS correctly, then the system lacks adequate information to
accurately track federal work requirements. ThelRC isacontract between the client and
the agency that addresses each party's responsibility. It is required by statute to be in
place within 30 days from the date the client is approved for the program and outlinesthe
individud’s plan to achieve sdf-aufficiency. This information is critica for reporting
purposes to the federd government.

Department Has Not Reviewed County TANF
Fraud and Abuse Standards

We dsofound that the Department’ smonitoring of county controlsover possiblefraud and
abusewithinthe TANF program islacking. We noted that the Department sent an agency
letter to each county in July 2000 requiring them to establish and maintain standards and
procedures to safeguard againgt program fraud and abuse. Counties were to submit the
standards and procedures to the Department in order that DHS staff could review and
monitor them for compliance with the State Plan. However, the Department did not
specify a due date for submission of the standards and procedures. Wefound that ayear
after sending the letter the Department had not received or reviewed any of the requested
information from the counties. Further, dthough the Department indicated inits|etter that
it would be devel oping formal review and tracking processes and establishing amonitoring
schedule, the Department has not developed and documented review or tracking
processes or created a monitoring schedule for reviews of fraud procedures and cases.
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The lack of established procedures and monitoring for fraud and abuse is a serious
concern. Under the Colorado Works program, counties have been given the authority and
responsbility for handling their own fraud cases, and the Department has only limited
information on these cases. |1n addition, county personnel have consderablediscretionin
the types of payments that can be made to beneficiaries under the program. Without an
effective fraud and abuse prevention program in place a the county leve, the Department
cannot ensurethat counties have the necessary policies and proceduresin place to monitor
the activities of program personnel with regard to the gppropriate use of TANF funds.

Monitoring Problems Were | dentified in 1998
Audit

Problems with the Department’ smonitoring of the TANF program have been noted in past
audits. During our Fiscal Year 1998 audit, we found that the Department had not
developed and implemented an on-site review process for overseeing the counties
implementation and administration of TANF. We recommended at that time that the
Department develop and implement a formalized plan for on-site monitoring for TANF.
The Department agreed with our recommendati on and created draft monitoring procedures
and performed two complete county on-Ste vists during Fiscal Year 2000. As noted
above, however, the Department suspended its on-site monitoring process during Fisca
Year 2001. The Department determined the monitoring model it had devel oped required
too much time to complete and to follow up with counties regarding identified problems.
Therefore, the Department is currently reassessing its on-site monitoring processand plans
to implement anew plan for on-dte county reviews.

On-gite monitoring is a critica tool routinely used by DHS and other state agencies to
ensure that state and federal requirements are met, particularly for large federal programs.
Within DHS, program staff for the Food Stamps program conduct on-site monitoring to
determine counties compliance in aress such as digibility and benefit payment
determination. All countiesare subject toreview at least onceevery threeyears. Smilarly,
DHS saff for the Adoption Assistance and the Foster Care programs perform on-site
monitoring of county activities on aregular basis.

Better Monitoring Could Help Ensure
Requirements Are M et

Adequatdy monitoring county TANF activities is especidly important because the State
as a whole will be held accountable for meeting federa requirements such as work
participation rates; in turn, the State's federa funding is affected by how successfully
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federa requirementsaremet. By reestablishing on-ste monitoring, the Department isalso
more likely to become aware of problems in areas including digibility determination and
benefit payments. For example, through on-site case file reviews, the Department can
ensure that an individud’ sinformation is correctly entered into the Department’ seligibility
determination system and that benefit payments are appropriate. In addition, the
Depatment can better determine problem areas and provide appropriate technica
assgtance. In terms of fraud and abuse activities, the Department’s oversight role is
critica to ensure TANF fundsare used only for dlowable purposes. Without an adequate
review process over counties controlsin this area, thereis arisk that fraud could occur
and not be detected.

The Department and the counties have worked hard to develop an informa process in
whichthe counties can communicate with the Department when they need assstance. The
Department should supplement thiswith aformal, on-site county review processfor overdl
program requirements and for fraud and abuse activities to ensure state and federd laws
and regulations are met.

Recommendation No. 64:

The Department of Human Services should devel op, implement, and maintain aformaized
processfor on-sitemonitoring of county activitiesfor the Temporary Ass stancefor Needy
Families (TANF) program to ensure that federa and state requirements are met. This
process should include:

a. Anestablished timeframefor conducting county reviewsto ensuredl countiesare
reviewed within a specified period of time.

b. Specific steps for performing follow-up on problemsidentified and resolving them
in atimey manner.

Department of Human Services Response:

Agree. The Department will reestablish aprocessfor on-gte monitoring using the
fallowing strategies. the Colorado Works Divison will consult with other program
areas, eg. Child Wefare, concerning their use of risk-based monitoring for the
purpose of the development of risk criteria that would trigger priority firs-year
review (or rereview) of counties needing more immediate atention. The
Department will aso develop a screening tool and modify the current monitoring
ingrument to asss in targeting the timing and scope of its tatewidereviews. On-
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gte (for large- and medium-sized counties) or case file reviews (for smdler sze
counties) will be conducted so every county will bereviewed at least oncein every
four-year period. Thisgpproach, we believe, is congstent with our new initiative
of Peformance Management using criticd performance indicators through
extendgve data reporting and anadyss, policy guidance, and county-specific
customer-focused technical assistance.

The Department will follow up on problems identified during county reviews by
issuing reportsto the countieswithin 60 days of the review and ensuring corrective
plans are in place within 60 days after the report has been issued.

Implementation Date: April 1, 2002, and ongoing
Recommendation No. 65:

The Department of Human Services should ensure that adequate controls over fraud and
abusein the TANF program are in place & the counties by:

a. Requiring counties to submit standards and procedures to safeguard againgt
program fraud and abuse within a specified time period.

b. Reviewing these standards and procedures for compliance to the State Plan and
providing feedback to the counties as needed.

c. Devedoping aformd process that includes a monitoring schedule for reviews of
county fraud procedures and cases.

d. Following up on problems identified during county reviews as appropriate.
Department of Human Services Response:

a. Agree. The Department will follow through with its previous Agency Letter
and egtablish an ad hoc work group of county representatives to assst the
Department in the establishment of standardsand proceduresto ensureagainst
program fraud and abuse. A subsequent Agency Letter will be provided
giving guidance to counties concerning minima standards and procedures to
ensure againgt program fraud and abuse. Counties will then have 30 daysto
comply with submittal of county-specific measures.

Implementation Date: April 15, 2002
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b. Agree. The Depatment will review county standards and procedures within
30 days of receipt of such procedure from the county.

Implementation Date: June 15, 2002

c. Agree. The Department will incorporate this monitoring schedule within its
overdl on-site monitoring schedule of federa and state requirements.
Implementation Date: June 15, 2002, and ongoing

d. Agree. The Depatment will follow up within 30 days of the review by
working with the county to ensure proper implementation of standards and

procedures.

Implementation Date: May 15, 2002, and ongoing

Cash Management for Federal Programs
Still Problematic

InFisca Y ear 2001 the Department of Human Services expended $609 million in federd
funds for the administration and individua benefit payments of 69 federa programs. The
State operates on a reimbursement basis with the federd government. This requires that
the State use genera funds to make expenditures for federa programs and then request
reimbursement from the federal government for the appropriate share. State Fiscal Rules
and federd regulations require that the Department request reimbursement so that
transactions are “interest neutra” for both the federd government and the State, meaning
that neither redizes an unfair financid advantage from use of the other entity's funds.
According to the State’ sforma agreement with thefederal government, thismeansthat the
Department should request reimbursement three business days after state funds are
expended for 14 of the Department’s largest programs.  These programs are covered
under the federal Cash Management Improvement Act (CMIA) and include Temporary
Assistance to Needy Families (TANF), the Food Stamp Program, Foster Care, and the
Child Care Development Fund, among others.

Since Fiscd Year 1995, audits have identified ongoing problems with the Department’s
cash management related to federal programs. Our Fisca Year 2001 audit again found
gmilar problems. DHS does not draw federd fundsin a timely manner after state funds
are expended. This means that the State, in effect, losesinterest on genera fundsthat are
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used to front expenditures for federal programs prior to the receipt of federa
reimbursement.

Federal Receivable Accounts Show L arge Balances

We reviewed the accounts receivable balances for the Department’ s 14 federa programs
covered under CMIA requirements as of March 31, April 30, May 31, and June 30,
2001, and caculated the turnaround ratios these balances represented. The turnaround
ratio is a standard analytica tool that is used to measure an entity's ability to collect
recaivablesin atimey manner. Inthis case, we used the turnaround ratio to measure the
number of months of average federal revenuein the accountsreceivable baance. In other
words, theturnaround ratio isthe average time it takes the State to collect from thefederd
government once the state expenditure has occurred. If the Department met the three-
business-day draw requirement, this would result in a turnaround ratio of about 0.14
months. We noted problems with al of the Department's 14 programs, and we found
problems at the end of al four months reviewed. Five of these programs and their
turnaround ratiosfor thelast two monthsof Fisca Y ear 2001 are shown inthetableonthe
next page. For thesefive programsthe Department’ sturnaround ratios ranged from about
nine days to over five months, with the exception of the June 30, 2001, balance for the
Foster Care program.
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Department of Human Services
Turnaround Ratios for Federal Receivables for Selected Federal Programs
Fisca Year 2001

Months of Revenuein
Accounts Receivable
Accounts Receivable (Note: Threebusiness

Balance daysis0.14 months.)!

Federal Grant May 31 June 30 May 31 June 30

Temporary Assistance for
Needy Families (TANF) $7,303,222 | $8,706,458 0.83 0.99

Socid Services Block Grant
(Title XX) $7,722,157 | $19,101,617 2.02 5.01

Foster Care (Title IV-E) $1,721,286 | ($2,220,388) 0.56 -0.72

Vocaiond Rehabilitetion $993,428 $2,399,733 0.42 1.02

Child Care Development
Fund $11,463,918 | $19,283,601 1.88 3.16

Sour ce: Office of the State Auditor analysis of Department of Human Services data.
1 Under state and federal requirements, the Department of Human Services should draw federal funds
three business days after the related state expenditure is made.

Thistableillugtratesthat for four of thefive programsthe Department isnot drawing federd
fundsin atimely manner. In the case of the Foster Care program, the Department drew
federa funds in advance of making state expenditures, which is a violation of federd
regulations.

Problems Noted With Federal Drawdown Process

In addition to the problems with the federd accounts receivable balances, we noted the
fallowing:

o Staff entered afedera reimbursement rate in the State’ saccounting system for the
V ocational Rehabilitation program that wastoo high. Becausethey did not identify
and correct the error for a month, this resulted in the Department overdrawing
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$243,010 in federd funds. The Department reduced its subsequent federa draw
requests to offset the overdraw.

» Because staff established information incorrectly in the State’' saccounting system,
large amounts of expenditures for severa programs were not automatically
trandferred to thefedera draw account. Asaresult, department cash management
daff were not aware that these federal funds needed to be drawn and did not
request timey reimbursement for those expenditures. We reviewed one
transaction that required manud intervention to move approximately $10 million
from the federa receivable to the federal draw account.

» Staff entered incorrect coding information into COFRS for certain Food Stamp
adminigtration expenditures. Asaresult, the Department drew $910,000 against
the wrong letter of credit, which required numerous adjustmentsto compensatefor
the overdraw.

Ensure Cash Draws Are Made Timely

Good management of state and federd fundsisacritical function for the State from both
alegd compliance and business perspective. The Department plays a sgnificant role in
the State’ sfunds management because it receives alarge portion of the total federa funds
provided to the State. InFisca Y ear 2001, for example, the Department received about
16.9 percent of the nearly $3.6 hillion in federa funds the State received.

In order to both meet federd CMI A requirements and serve the best interest of the State,
we recommend the Department improve its cash management process by improving its
oversight of cash management and federal draw procedures.

Recommendation No. 66:

The Department of Human Services should ensure federd funds are drawn in atimely
manner for al federal programs. As part of this, the Department should:

a. Provide effective training and oversght to accounting staff responsible for cash
management Processes.

b. Ensure information entered into the Stat€'s accounting system for cash
management is accurate and in accordance with federal drawdown regulations.



210 State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

Department of Human Services Response:

a. Agree. The Depatment will schedule and conduct training for al program
accounting staff, the cash management accountant, and the cash management
accountant’s supervisor.  In addition, the training will include the oversight
proceduresand follow-upto problem areas. The Cash Management Program
will be included as a part of the monthly/quarterly SCO Diagnostic Report
review.

b. Agree. The Depatment will initiste a comprehengve review with the
Department of Treasury to maximizethefederd fundsdraw patternsunder the
Cash Management Improvement Act (CMIA). The Department will assess
the cost/benefit impact of any procedura process changes necessary to
achieve CMIA godls.

Implementation Date: March 31, 2002.

| mprove Inventory Process for the Food
Distribution Program

The United States Department of Agriculture(USDA) obtainscommoditiessuch aspeanut
butter, chicken, beef, frozen juice, and cheese through price support programs, surpluses
within the marketplace, and direct purchases from national markets. The USDA donates
these commodities to Food Distribution Programs throughout the United States. In
Colorado, the Food Didribution Program within the Department’'s Office of Sdf-
Suffidency is responsible for the receipt and distribution of goods under eight federal
donated food grants.

As part of our audit, we reviewed the Department’s controls over four of the largest
federa donated food programs. Food Digtribution (CFDA 10.550), National School
LunchProgram (CFDA 10.555), Child and Adult Care Food Program (CFDA 10.558),
and Summer Food Service Program for Children (CFDA 10.559). During Fisca Y ear
2001, DHS digtributed $13 million in donated foods under these programs to schoals,
child and adult day care centers, and other qudifying entities.
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Monthly Reconciliation Process Needs
| mprovement

The Department currently contracts with two commercid digtributors for the receipt,
dtorage, and digtribution of commodities for its donated food programs. These contracts
require that the digtributors send daily and monthly reports to the Department’ s Food
Didribution staff. From these reports, Department staff monthly reconcile inventory
amounts contained in the contractors records with Food Distribution Program recordsto
ensure al commodities are appropriately tracked.

As part of our audit, we reviewed the Department’ s monthly inventory reconciligtions for
April, May, and June 2001. We found that monthly reconciliations contained significant
discrepancies that we were unable to trace through to resolution. For example, the June
2001 reconciliation for one digtributor reported warehouse shortages for 15,267
commodities with ava ue of $262,000 and overagesfor 15,033 commoditieswith avaue
of $239,000. The May 2001 reconciliation for the same distributor reported warehouse
overages for 15,781 commodities with a value of $192,500 and shortages for 7,249
commoditieswithavaueof $122,000. Department staff reported that these di screpancies
were subsequently resolved; however, daff were unable to provide supporting
documentationindicating how these resolutions occurred. Asaresult, we were unableto
confirm that the discrepancies were handled appropriately.

Department staff noted that discrepancies commonly occur for reasons such as timing
issues, warehouse daff coding and system entry errors, incomplete warehouse
documentation submitted by distributors to the Department, and warehouse shipment
errors. Due to the large number of discrepancies and the time and effort required to
investigate and resolve them, department dtaff indicated that reconciling the monthly
inventory records can be alengthy process, ranging from two daysto over amonth.
Many of the problems mentioned above could be rectified with better inventory policies
and procedures. We found that the Department is not providing sufficient guidance and
technica assistance to its contracted distributors. While the contract gives distributors
genera guideinesto follow, the Department has not established and documented inventory
procedures for warehouse staff or conducted training sessions for warehouse personnel
on correct procedures.

It is essentid for the Department to have effective and efficient inventory controls over
donated foods to demonstrate accountability for these commodities to the federa
government and to ensure goods are not subject to misappropriation.  Additionaly,
implementing better proceduresfor tracking commodities at the warehouses should lessen
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the number of inventory discrepancies, as well as the time required to investigate and
resolve them.

Recommendation No. 67:

The Department of Human Services should improve its inventory controls for the Food
Didribution Program by:

a. Rexlving identified discrepancies and maintaining documentation to support
reconciled inventory reports.

b. Deveoping and documenting formal procedures for tracking commodities at the
warehouses, and providing training and technica assistance to digtributors.

Department of Human Services Response:

a. Agree. The program gaff will document al inventory discrepancies with our
two contracted distributors.  The program staff will retain documentation
detailing exactly how the discrepancy was resolved. This documentation will
support the reconciled inventory reports. A copy of the reconciliation and
documentationwill be supplied to thetwo contracted distributors each month.

b. Agree. Overage and shortage discrepancies between physica inventory and
book inventory shdl be reconciled monthly. The contract requires that
distributors submit daily their receiver shipment batch files, invoicesand credit
memos of USDA commodity shipments and monthly ther inventory status
reports. The contract aso dlows for liquidated damages when a distributor
fails to submit required reports and files. Food Didtribution staff will continue
to provide technical assistance with distributors on a monthly basis when
discrepancies occur and will inform them of discrepancies that they need to
resolve. Wewill begin indituting liquidated damages when discrepancies are
not resolved on atimely basis by our digtributors. A letter will be sent to both
distributors reiterating deadlines and damages.

Implementation Date: November 1, 2001
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Segregation of Duties Should Be Applied
Within Food Distribution Program

As noted above, the Food Didribution Program within the Department's Office of Sdlf-
Sufficency is responsible for the receipt and distribution of goods under eight federal
donated food grants. A gaff of sx is employed to carry out these responghbilities. We
noted during our review of the Department’s controls over four of the larger federa
donated food programslistedin the previous comment that the Department lacksadequate
segregation of duties among Food Digtribution staff to ensure state assets are properly
safeguarded. Specificaly, out of the seven expenditures tested for the Food Distribution
Program, we found that in Six instances both the purchase of and authorizationto pay for
these goods and services were made by the same person. The expenditures were for
computer consulting services, software, and hardware related to a computer project for
the Food Didribution Program. The staff person who authorized the purchase and the
payment for the expenditures was overseeing this project. The estimated cost of the
project is $176,000, which will be paid by federal and state funds.

Control activities over safeguarding of assetsinclude policies and procedures to prevent
unauthorized acquigtion, use, or disposition of state assets. When the sameindividua can
authorize both the purchase and payment for goods and services, this presentsarisk that
improper expenditures could occur.  Although our audit did not identify questionable
purchases, we believe that the Department should take action to establish appropriate
segregation of duties within the Food Digtribution Program in order to ensure such
instances do not take place.

Recommendation No. 68:

The Department of Human Services should segregate duties within the Food Digtribution
Program by ensuring that the same individua is not authorized to purchase goods and
services and approve invoices for payment.

Department of Human Services Response:

Agree. Food Didribution gtaff will ensurethat the sameindividud that authorizes
the purchase of goods and services is not the same individud that approves the
invoices for paymen.

Implementation Date: November 1, 2001
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Reinstate On-Site Monitoring of
Vocational Rehabilitation Field Offices

InFisca Y ear 2001 the Department of Human Services expended over $36 millionintotd
for the operation of the Vocationd Rehabilitation Program (CFDA #34.126), which is
overseen by the Divison of Vocationd Rehabilitation. The purpose of this program isto
assess, plan, develop, and provide vocationd rehabilitation services for individuas with
disabilities so they may prepare for employment.

Vocationa Rehabilitation services are provided by counsdors through the 25 field offices
located throughout Colorado. Prior to Fisca Year 2001 the Department relied on two
leves of qudity assurance to monitor field office Saff activities. Thefirst level conssted
of supervisory reviews by saff at the field offices, while the second level consisted of
routine on-gte qudity control reviews of field offices program activities by Vocetiona
Rehabilitation quaity assurance specidists and regiond supervisors.  Through this
monitoring the Department determined compliance with state and federa regulations
regarding dients digibility, dlowakility of expenditures, file documentation, Individuaized
Pan for Employment (1PE) development and appropriateness, and case closures.

We found during our audit that the Department did not perform any on-Ste reviews
through its second level of qudity assurance during Fisca Year 2001. Department staff
indicated that as a result of case documentation problems found through a federa
Rehabilitation Services Adminigtration (RSA) review of the Department’s Vocationa
Rehabilitation program, they discontinued the on-Ste reviews &t the beginning of thefiscal
year to reconsder their monitoring efforts.

In January 2001 the Department informally indituted a more comprehensive supervisory
review process over counsaors service or activity assessments a the field office leve.
The focus of the reviews is to provide proactive coaching and consultation to counsglors
during the development of a case rather than reviewing for compliance after the case is
closed. However, wefound that there are no officid reporting methodsin place to ensure
that these reviews are taking place and are effective.

On-Site Monitoring Would Provide Better
Assessment of Program Compliance

On-site monitoring is an effective tool for identifying problems occurring statewide and
determining areas for increased training. Further, asnoted above, variousfield office Saff
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adminigter the Vocationa Rehabilitation program on a decentralized bass statewide. By
reestablishing its complete on-site monitoring function through reviews performed by
quality assurance speciaists and regiond supervisors, the Department would gain more
independent assessments of documentation deficiencies and federal and state compliance
than field office supervisor reviews provide. The Department should reingtate its formal
casefilereview processand establish aformd reporting processfor field office supervisors
related to their reviews to gain assurance that the program is operating effectively and

gopropriately.

Recommendation No. 69:

The Department of Human Services should improve controls over the Vocationa
Rehatilitation program to ensure compliance with federd and state regulations by:

a. Rendaing on-ste qudity assurance reviews of Vocationd Rehabilitation field
office activities

b. Documenting and implementing supervisory review proceduresto befollowed by
field office staff, induding required reporting.
Department of Human Services Response:

a Agree TheDivison of Vocaiond Rehabilitation has reindtituted its second-
level quality assurance review process whereby a team of managersQA
specidids review and report on compliance of field office vocationd
rehabilitation service records with state and federd regulations.

b. Agree. Written review and reporting procedures for its fird-level quality
assurance review process, used by field office supervisors, have been
developed.

Implementation Date: July 1, 2001

| mprove Fiscal Controls Over Vocational
Rehabilitation Reports

As noted in the previous comment, in Fiscal Year 2001 the Colorado Department of
Human Services expended over $36 million in gate and federa funds for the VVocationa
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Rehabilitation Program (CFDA #34.126). As part of our audit, we reviewed the
Department’ s controls over financial and performance reporting for the program.

Problems Were Noted With Quarterly and Annual
Reports

The Department must file a quarterly financia status report (SF-269) with the federa
Rehabilitative Services Adminigtration (RSA). The report contains federa expenditures,
dtate expenditures, and remaining grant award balances for the individua grant program.
Also, the Department must annualy submit a program cost report (RSA-2) at the end of
every federd fiscal year. The report contains the total amount of expenditures made to
provide Vocationa Rehabilitation services, the tota number of individuaswith disahilities
receiving servicesand theamount of expenditureson their bendf, and fundsremaining from
prior fiscal year grant awards. During our Fiscal Y ear 2001 audit, we noted problemswith
the Department's reporting processes for these two reports.

For example, wefound that supporting documentation for numbersreported onthereports
is lacking. Divison accounting gaff did not maintain documentation showing the
methodology used to split totad accounts payable of $4.8 million between the state and
federa share on the December 31, 2000, financid status report. Therefore, we were
ungble to determine if the state and federa share amounts reported by the Department
were accurate. In addition, the Department could not provide supporting documentation
for sdected amounts totaling $20.1 million reported on the federd Fiscad Year 2000
program cost report including the number of individuas served and related expenditures
by service category, and previousfisca year programincome carried over tothe next fisca
year. Program and accounting staff indicated that the origina Vocationd Rehabilitation
system report that was used to prepare the program cost report could not belocated, nor
could it be reproduced.

We aso noted that initid versions of submitted reports frequently contain errors and are
then revised and resubmitted after the origind due date. We found that the Department
submitted revised reportsfor both the quarter-ending December 31, 2000, financia status
report and the federd Fiscal Y ear 2000 program cost report after the origina report due
dates. Further, we noted that the revised quarterly financial status report contained a
$1,000 mathematical error. In addition, we noted that as aresult of afederal RSA review
of the Divison in Fiscd Y ear 2000, the Divison was required to submit revised financia
datus reportsfor Fiscal Years 1997, 1998, and 1999, and revised program cost reports
for federal Fiscal Y ears 1997 and 1998 dueto errorsincluding inaccurate reporting of the
nonfedera share of net outlays and funds carried over from apreviousfiscd year. While
we recogni ze that the Department correctsand resubmitsfederal reportsonaregular basis
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due to find information obtained after initid due dates, the frequent submitting of reports
containing errors indicates that the Department lacks effective controls over Vocationa
Rehabilitationreporting to engbleit to file correct reportsupon initia submission and within
required time frames.

Federal Review Placed Vocational Rehabilitation on Corrective
Action for Federal Reporting

As dated above, federd RSA daff conducted an annua review of the Vocationa
Rehabilitation Program during Fisca Year 2000. As aresult of the federd review, the
Depatment was placed on corrective action for a lack of adequate fiscal controls to
provide accurate and timely reports. The corrective action required Vocationa
Rehabilitationto establish effective fiscal controls and financid and accounting procedures
that will result in accurate reportsin compliance with federd regulations. The Department
agreed it would improvethe accuracy andtimdinessof itsfiscd reportsasof August 2001.

Better Fiscal Controls Could Help Ensure Accurate and Timely
Financial Reporting

Problems with inaccurate reporting and insufficient supporting documentation need to be
addressed by the Department. Federa regulationsrequirethat the State maintain effective
fisca controls and accounting procedures to ensure reports are accurate and submitted
timely, and demongtrate accountability for how state and federa funds are used.

Recommendation No. 70:

The Department of Human Services should strengthen its fiscal controls and accounting
procedures over reporting for the VVocational Rehabilitation Program by:

a. Maintaining adequate documentation to support amountsreported onthequarterly
financiad status reports and annua  program cost reports.

b. Reviewing reportsprior to submisson to ensure accurate information is submitted
to the federd government.

c. Documenting specific procedures for the preparation of the financid status and
program cost reports.
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Department of Human Services Response:

Agree. The Department will develop a desk procedure manud for each staff
person in the Program Accounting Section of the Divison of Accounting. The
Desk Procedure Manua will include, but not be limited to, the preparation of the
financid status and program cost reports ensuring that adequate supporting
documentation is maintained. Included in this procedure will be the requirement
for review and approvd by the immediate supervisor.

Implementation Date: March 31, 2002

County Financial M anagement System

The County Financid Management System (CFMS), which was implemented in July
1999, servesasthe Department’ sdatarepository to accumul ate benefit and benefit-related
expenditure data. CFMSis used to account for gpproximatedy $750 million annudly in
these benefit and benefit-related expenditures. The CFM S generd ledger housesdll fisca
and financid datafor dl public assstance programs administered within the Department.
Information from the CFMS genera ledger is ultimately downloaded to the Colorado
Financia Reporting System (COFRS) for state and federd reporting.

Thefollowing commentswere prepared by the public accounting firm of KPMG LLP, who
performed audit work at the Department of Human Services. The comments were
contained in the Colorado Department of Human Services, County Financial
Management System Performance Audit, Report No.1275, dated June 2000.

Policies and Procedures

Policies and procedures are critical in establishing an infrastructure for a sound interna
control environment. In the absence of formally documented policies and procedures,
clear guidance on acceptable practices is not in place to evduate current activities.
Procedure manua sshould contain sufficient informeati on to enable personne to understand,
control, and operate CFMS.

Our procedures included obtaining DHS's documented policies and procedures related
to the input, processing, and output of data from CFMS, and policies and procedures
related to application change management and security adminigtration over CFMS. We
compared the documented policies and procedures with the current practices utilized by
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personnel to determine if the actud procedures utilized are condstent with those
documented. In addition, we tested severd items related to CFMS transactions,
gpplication change management, and security administration to determine compliancewith
documented policies.

We noted the Department does not have formd policies and procedures in the following
areasrelated to CFMS:

Authorization to access output. Oneof the primary goalsof CFM Sisto make
more information available to usersin amore timely manner in the faom
of online inquiries and ad hoc reports. With the increase in the amount of
information provided by CFM S comes the respongbility to develop palicies and
procedures to effectively manage the accessibility of thisinformation. We noted
policiesand proceduresreated to output accessibility authorization for CFM Sand
the Client Fiscd Repository (CFR) have not been formally documented.

Reconciliation of CEDS (County Employee Data Store) / county payroll
output. Reconciliation of data between source documents/'systems and reporting
sysems is a primary control used to ensure that al data have been processed
completely and accurately. While policies and procedures exist rdated to
reconciliation of output in al other transaction flowsrdatedto CFM S, DHS
does not have policies and procedures related to the reconciliation of CEDS
output.

In addition, we noted DHS has incomplete or limited policies and procedures in the
following arearelated to CFMS:

Input completeness and accuracy for transactionsinput through the open
interface (benefit transactions), CEDS transactions, and state journal
entries. The policies and procedures related to the input of transactions to
CFM S do not address procedures to ensure the completeness and accuracy of
the transaction input. Current policies and procedures do not describe the
individuas respongible for the verification of completeness and accuracy, nor do
they address the specific procedures and reports used to perform this function.

Fndly, we noted DHS does not consstently follow policies and procedures in the
following areas related to CFMS:

County input authorization. Input authorization policies and procedures exist
at the county leve, but we noted they are not consstently followed. During the
course of our procedures, we noted the two invoices selected for testwork at the
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county level did not contain the appropriate authorization prior to input to CFMS
as required by documented policies and procedures.

* Input error correction for transactions input through the open interface
(benefit transactions). Input error correction policies and procedures are not
followed on a consstent basis. During the course of our procedures, we noted
journa vouchers were not processed to move three of the four transactions from
the default error correction account to the correct genera ledger account as
required by documented policies and procedures.

» Accuracy and completeness of output for transactions input through the
open interface (benefit transactions). Output accuracy and completeness
policies and procedures for the open interface exist, but we noted they are not
conggently followed. During the course of our procedures, we noted monthly
reconciliaion of the open interface transactions to the generd ledger was not
performedin atimely manner asrequired by documented policiesand procedures.
We noted that dthough the reconciliation has been completed through April 2000,
the reconciliation processwas just recently performed in aggregate for the period
of July 1999 through April 2000. The transactions for that period represented
approximately $357 million of benefit and benefit-related expenditures.

Recommendation No. 71:
The Department of Human Services should:

a. Deveop and/or formaize policies and proceduresfor dl CFM S functiona aress,
policies and procedures should contain sufficient information to enable personnel
to understand, control, and operate CFMS.

b. Peform a comprehensive review of existing policies and procedures;, where
deemed inadequate, new formd policiesand procedures should be devel oped and
implemented.

c. Peform periodic reviews of policiesand proceduresto ensurethey are currentin
light of prevailing business practices.

d. Esablish aprocessto monitor compliance with policies and procedures.
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Department of Human Services Response:

Agree. Formd, current comprehensive policiesand procedureswill be completed
for dl CFM Sfunctiona areas. In addition, aprocesswill be established whereby
compliance with policiesand proceduresis monitored on aperiodic basis. A staff
member will be assigned to this project in September with anticipated completion
by December 31, 2000.

Change M anagement and Database
Administration

DHS has contracted with DynCorp, atechnology services company, to provide database
adminigrationsupport and related services, including maintenance of the operating system
and any changes associated with the CFM S gpplications, database, and operating system.
These sarvices are collectively referred to as Database Adminigtration and Application
Change Management. The service contract between the Department and DynCorp
commenced in November 1998. The contract has a provisionfor four one-year renewal
options, potentialy extending these services through December 2004.

DynCorp’ srespongbility related to database adminigtration coversthephysical desgnand
management of the database. It asoincludesthe evauation, selection, and implementation
of the Database Management System (DBMS). DBMS is software that controls the
organization, storage, retrieval, security, and integrity of datain a database. It accepts
requests from the application and ingtructs the operating system to transfer the appropriate
data. DBMS lets information systems be changed more easlly as the organization's
requirements change. New categories of data can be added to the database without
disruption to the existing system. The mgor features of aDBMS include:

1) Data Security — The DBMS can prevent unauthorized users from viewing or
updating the database.

2) Data Integrity— The DBMS can ensure that no more than one user can update
the same record at the same time, and ensures that the database does not keep
duplicate records.

3) InteractiveQuery—Most DBMSprovidequery languagesand report writersthat
let usersinteractively interrogate the database and analyzeitsdata. Thisimportant
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feature provides management with the ahility to grant users accessto information,
as needed.

4) Data Independence — With a DBMS, the details of the data structure are not
stated in each application program. The program asksthe DBM Sfor databy field
name, but without a DBMS, a programmer must reserve space for the full
sructure of therecord inthe program. Any changein datastructure would require
changing dl application programs.

Ancther primary area of responghility of DynCorp is adminigration of the change
management process for the applications, operating system, and database. Change
management, in generd, encompasses the process of identifying, reviewing, approving,
categorizing, prioritizing, and executing changesto the CFM Senvironment. Theexecution
of approved change requests should be done in a manner that effectively prevents or
sgnificantly reduces the risk that unauthorized or unintentional changes are made to the
CFMS environment. Thisis particularly critica for DHS, an organization responsible for
the timey disoursement of a high volume of wefare and rdated Human Services
commitments. Best practices dictate that the change management processis administered
through the use of dedicated version control software.

Included in our procedureswerethe review and testing of application change management
and database adminidration, two of the areas administered by DynCorp. Adequate
controls surrounding gpplication change management reduce the risk of unintentiona or
unapproved modifications of systems and data, potentidly causng a system to be
unavalable for its intended purpose. Adequate database adminigtration provides the
efficient and effective performance of the associated user gpplications and operating
sysem.

Regarding application change management and database administration, we noted findings
in the following arees.

» Database Access

* Application Change Management

» Database Administration Policies and Procedures

e UNIX Adminigration

» Useof Audit Capabilities Surrounding the Oracle Database

Complete descriptions of the findings in these areas, our recommendations, and DHS's
responses are detailed below.
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Database Access

We noted the following related to unauthorized database access:.

* DynCorp programmers/developers have access to the CFMS production
environment. Because programmers/devel opers can effectively change the way
anapplication processesdata, best practicesdictatethat programmers/devel opers
have accessonly to atest environment, not the production environment where data
integrity can be compromised.

*  Two DHS employees have database-level access that was not supported by an
approved access setup form.

» Database passwords are not changed on aroutine bass. Best practices dictate
that database passwords be changed at least every 30 days.

*  Three UNIX user IDscontain passwordsthat had not been changed since CFMS
went into production in July 1999. Best practices dictate that UNIX passwords
be changed at least every 30 days.

The database contains information that is deemed critical or sengitive in nature, including
madter files of vendors, benefit recipient data, and payroll records. Due to the sensitive
nature of the information, access to the database should be closdy controlled and
monitored. Inadequate security control increases the risk of users with access and
cgpabilities not compatible with their job responsbilities, ingppropriate access to
information resources, compromised dataintegrity, and unauthorized modification of data
or programs.

Recommendation No. 72:

The Department of Human Services should require DynCorp to review the current
database access structure to ensure that appropriate segregation of duties existsin order
to exclude the possibility for asingle individua to subvert a critica process. In addition,
werecommend the Department establish proceduresthat require appropriateauthorization
of logical access requests to sengtive or critica information. We further recommend, as
part of aformalized database adminigiration security policy, that the Department change
database passwords periodicaly to provide additional access control. These control
procedures hel p reduce the risk that users are granted unauthorized access or access that
isincompatible or ingppropriate for their job responghilities.
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Department of Human Services Response:

Agree. DHS will establish a security plan that ensures adequate segregetion of
dutiesin order to exclude the posshility for asngle individud to subvert acriticd
process. Procedureswill be established that require password changes every 90
days. Thesecurity planwill bedevel oped by October 31, 2000, and implemented
by December 31, 2000.

Application Change M anagement

We noted the following related to application change management:

The current outsourcing arrangement between DHS and DynCorp does not
specify responghility for gpplication change management, dthough DynCorp is
performing the application change management function.

Of 15 application change requests selected for testing, 7 of the 15 did not have
documentation, and another 7 of the 15 had incompl ete documentation. Required
documentation as stated in DHS policiesand proceduresincludes change request
gpprova, evidence of successful testing, approved request to migrate change to
production, and evidence of successful migration to production.

DHS's application change management policies and procedures indicate that
versoncontrol softwareisused for thetracking of application and related changes
resulting from approved change requests. Currently DynCorpisnot using version
control software.

Change management performed at the gpplication, database, and operating system level
should be tightly monitored and controlled and should be definitively and specificaly
assigned. Appropriate change management policies and procedures help reducetherisk
of unauthorized or unintentional modification of systems and data, helping to ensure
continuity of operations aswell as data integrity and accuracy. An effective gpplication
change management process helps to ensure that al changes are intentiond, authorized,
and controlled. A mgor component of an effective gpplication change management
process is verson control software, which is designed to track, monitor, and control
configuration basdline integrity and establish an infrastructure for programmed access
authorization controls over the change management system.
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Recommendation No. 73:

The Department of Human Services should consider a modification of its service-level
agreement with DynCorp to include responghilities regarding application change
management. Therespongbility and adherenceto stated policiesshould be definitively and
specificaly assgned in the agreement. We recommend the Department addressthisissue
before the next contract extension.

Department of Human Services Response:

Agree. Thevery aggressive project implementation schedule which wasrequired
did not dlow for a pilot age. As a result, during the severd month period
subsequent to implementation, numerous discoveries were made which resulted
in afrenetic pace of analyss, development, testing and placing new reports and
editsinto the production system. Whileformal documentation of changeshasbeen
lacking, the control over the system has been strengthened. Change management
software has been procured and a formd change management system will be in
place within gpproximately sx months. However, centraized approva for change
management was established during January/February 2000, and no production
change isallowed without written gpprova from the project manager. Discussion
with DynCorp regarding the adminigtration of the system has dready taken place
and this will be a topic for contract clarification at the December 31t renewa
deadline. Ultimate authority over change management will resde with CFMS
project management and enforcement of themethodol ogy will betheresponsibility
of DynCorp Steff.

Recommendation No. 74:

Additiondly, the Department of Human Services should require DynCorp to strengthen
adherencetoitsapplication change management policiesand proceduresto reducetherisk
of unauthorized or unintended changes to the CFM S application, database, or operating
sysem.

Department of Human Services Response:

Agree. Thisrecommendation follows naturaly and is addressed in our response
to recommendation No. 73.
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Database Administration Policies and Procedures

We noted the Department does not have policies and procedures governing database
adminigration and security. Policies and procedures are critical in establishing an
infrastructure of control. In the absence of formally documented policies and procedures,
clear guidance on acceptabl e practicesfor which to evaluate current activitieshas not been
established.

The ongoing presence and function of a formaly defined process of database
adminigration and rdated change management, with clear assgnment of these
responsibilities, ensures the continuing operation of CFM S and ensures that dl system
changes are intentiond and authorized. Defined and assgned respongibilities reduce the
risk of unintentiond system modification and risk of unscheduled system unavailability.

Recommendation No. 75:

The Department of Human Services should work with DynCorp to develop and/or
formdize palicies and procedures for al functiond areas rdlevant to the adminigration of
the CFM S database. Procedure manuds should contain sufficient information to enable
personnd to understand, control, and operate CFMS.

Department of Human Services Response:

Agree. DHSisintheprocessof developing departmental standardsfor database
adminigration at the present time. Once those standards are finalized, database
adminigration of CFMS will conform to them. In the interim, prudent practice
coupled with invocation of automated scheduling software (under way) isin place.
These standards will be completed and adopted by June 30, 2001.

UNIX Administration

We noted the Department does not have a designated CFMS UNIX administrator
position, and has not since the inception of CFMS. UNIX is the operating system used
to control CFM S workstations and servers. The UNIX adminigtrator is responsible for
overseeing al functions related to UNIX. The role of the UNIX adminigtrator is
paramount to helping ensure the effective control and efficiency of the CFMS operating
sysem.
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UNIX is a multi-user, multi-tasking operating system that is widely used as a control
program in workgations and servers. It is generdly known for avariety of versons, as
compared to other operating systems. The UNIX operating systemisacritical component
to the effective operation of CFMS. The UNIX adminigtrator oversees and maintainsthe
operating system, indalls patches, monitors system performance, andyzestrends that can
ggnificantly affect system performance, and provides feedback to continued effective
operation. Properly defined and executed UNIX system administration reduces the risk
of inadequate tracking and maintenance of CFMS. Additiondly, it reduces the risk of
unscheduled system unavailability.

Recommendation No. 76:

The Department of Human Services should designate a UNIX administration position and
fill the position appropriately, either in-house or through the outsourcing arrangement with
DynCorp. Itislikely this position would be outsourced to DynCorp based on the nature
of the services provided by DynCorp. Werecommend the Department designatea UNIX
adminigtration role and, if appropriate, include the position in the service-level agreement
between DHS and DynCorp. The service-level agreement should specify the role and
responghbilities of the UNIX adminigtrator and should include gppropriate funding of the
position in the fees paid to DynCorp.

Department of Human Services Response:

Agree. The Department requested funding for afull-time UNIX adminigtrator as
of Fiscd Year 2001 decison item. Thefunding was approved but at adragticaly
reduced level so asto alow only afew hours of UNIX administration per month.
As of September 1, 2000, the Department has used the available funding and
leveraged existing departmental resources to perform the duties critica to this
function. The Department will continue to request funding for a full-time UNIX
adminigrator for future fiscd years.

Use of Audit Capabilities Surrounding the Oracle
Database

We noted DHS is not currently utilizing Oradle audit functiondity, AuditTrala . Sound
security policies and procedures should include a forma and executed plan to monitor
database access. In the absence of gppropriate monitoring, unauthorized or unintentiona
changesto the database may go undetected. Since AuditTraila iscurrently inddled, in
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order to facilitate the audit functiondity, the Department need only modify the current
database settings.

Recommendation No. 77:

The Department of Human Services should consder utilizing AuditTral®, an Oracle
functiondity that provides a tracking mechanism for changes made directly to the CFMS
database. Changes made directly to the CFM S database are not subject to gpplication-
level audit trails that capture change informetion for routine transaction flows. Additiona
functiondlity, such as that provided by AuditTrall®, is necessary to capture complete
information regarding database changes.

The audit functiondity can be used selectively for defined tables, or sets of information.
Database tables that hold critica data or which should be sdectively or infrequently
modified should be consdered for audit tracking. Because the use of this function will
impact system performance, management should use this function on a selective basis.

Department of Human Services Response:

Agree. Generdly, the audit function maintains a transactiond level record of al
database activity. As a result, there can be considerable overhead in terms of
processor time and/or disk Storage space which can degrade end user
performance. The Department has requested that an analysis of the potential
performance cost and disk overhead be performed and that thisbe doneinrelation
to the projected system load in comparison to origina capacity requirement
esimates. The CFMS executive management team will be presented with the
result and will make a policy determination related to the full or partid utilization
in comparison to the potentid risks of not utilizing the audit feature. The cogt-
benefit andysis will be completed by October 31, 2000.

Application User Access Security

DHS has designated a single security adminidrator through which al CFMS gpplication
access requests are to be processed. DHS submits application access requests through
the DHS Help Desk. The Application Information Access form includes alisting of the
required access responsihilities as well as a sgnature from that individud’ s supervisor or
manager, indicating approva of the requested access responsibilities. The form haspre-
listed the more commonly used accessresponsibilities, while higher-accessresponsibilities
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that are less commonly granted must be manudly noted on the form.  Employee job
changes, terminations, and related modifications are also to be administered through the
Help Desk, using the same procedure.

Security a any level of a computer system has many facets. The gpplication level of a
system is of critical importance as the maority of users and datainput istypicaly done a
thislevel. Facets of security include the following:

1. Secrecy and confidentidity: Data should not be disclosed to anyone not
authorized to accessiit.

2. Accuracy, integrity and authenticity: Accuracy and integrity mean data cannot be
madicioudy or accidentaly corrupted or modified. Authenticity isavariant onthis
concept and provides away to verify the origin of the data.

3. Avalability and recoverability: Systemskeep working and data.can be recovered
efficdently and completely, with no loss of accuracy or integrity, in case of data
loss.

The Department executes gpplication-level security via assgnment of user rights that are
part of a defined Oracle access known as a “responshbility.”  Setting up a new user
requires (1) defining anindividua user, and (2) assigning an access responsbility to that
user. DHS asdgns defined responghilities to application privileges that define the
functiond capabilities that the user may execute; for example, invoice input, journd inpu,
or journd gpprova and posting.

CFMS data are accessed and modified primarily through the related applications, as
opposed to accessing the database directly. Strong administration of user accessreduces
the risk of unauthorized access as well as the risk of access granted to a user that is
inconsistent or improper for that user’s specific job respongbilities.

Our procedures included obtaining available documentation related to application user
access security policies and procedures and testing a sample of gpplication users to
determine if DHS granted access that is congstent with documented policies.

Within the area of user access security, we noted the following:

* Hgt of twenty-five users did not have appropriate authorization for the
respons bilities they were granted.

*  One super user and one system adminisirator were among the users noted above
who did not have appropriate authorization for the responsbilities they were
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granted. Super users and system administrators have enhanced access to the
system, dlowing themto perform any and al operations on the computer. Super
user and system administrator access should be granted sdlectively, and extra
precaution should be used to ensure that access is appropriate.

One of three CEDS (county payroll) users selected did not have approva for
CEDS access on their access setup forms.

Two of twenty-three system administrators had not accessed CFM Sin over 120
days. Best practices dictate that access not used for 120 days be reviewed and
access be revoked as necessary.

Three generic IDs with published passwords alowing access to CFMS
applications. Best practices dictate that generic 1Ds should not be used.

Unauthorized or ingppropriate access to CFM S applications increases the risk that data
are accessed, viewed, or modified in amanner that is unintentiona or unauthorized. Such
access can result in concerns regarding the accuracy, integrity, and authenticity of the
underlyingfinancia data. 1naddition, systemsmay be rendered inoperableand unavailable
asaresult of unauthorized or unintentional accessto systems and data.

Recommendation No. 78:

In order to help reduce the risk of unauthorized access, as well as the risk of access
granted to a user that is inconsstent, inadequate, or improper for that user’s specific job
respongibilities, and to maintain adequate accountability for CFM Saccess, the Department
of Human Services should:

a.  Strengthen adherence to user access setup policies and procedures.
b. Eliminate dl generic user IDs with published password.
c. Review user access periodically to determine appropriatenessandto  veify thet

generic IDs are not in existence.

Department of Human Services Response:

Agree. A security plan which addresses dl items in the recommendation will be
developed by October 31, 2000, and implemented by December 31, 2000.
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Segregation of Duties

One of the basic principles of interna controls is segregation of duties. The principle of
segregation of dutiesrefersto theideathat conflicting functionswithin aworkplace should
be performed by separate individuds. Separate individuas should perform the initiation,
approva, custody, and record-keeping functions of a given transaction. In this,
segregation of duties attempts to prevent the interaction of key positions that could
potentidly have a detrimenta effect on the organization. People within the organization
(ingder threats) are the largest category of risk to the integrity of an organization. The
principles of segregation are designed to prevent fraud or abuse unless collusion occurs.

Onthebasisof the performance of our procedures, we noted the Department and counties
do not have adequate segregation of duties. We noted severd positionsrelated to CFMS
input, processing, and output that had recently become vacant or had remained unfilled for
several months. It is our understanding that in order to maintain certain processes, the
Department and counties used exising personne to perform functions normally assgned
to the vacant positions. The specific duties that were or became vacant during the period
covered by our procedures and the related findings are as follows:

* DHS Cost Accountant. Responsible for input of CFMS cost dlocation and
share calculation entries.

Codt alocation and share calcultion entries are Setistica entries that transfer or
divide accumulated costs to the appropriate generd ledger accounts and among
the federd, state, and county shares. Normally the cost accountant preparesand
enters the transactions, and the manager reviews, approves, and posts the
transactions. We noted that the manager of locad government accounting input,
reviewed, and posted the cost dlocation and share cdculation entries. An
individua a DHS separate fromthe individua entering these transactions did not
review the entries prior to the running of mass dlocations and pogting to the
generd ledger.

 DHSBudget Accountant. Respongble for input of CFM S budget entries.

Normaly the budget accountant prepares and enters the transactions, and the
manager reviews, approves, and posts the transactions. We noted that the
manager of loca government accounting input, reviewed, and posted the budget
entries.  An individud a DHS separate from the individud entering these
transactions did not review the entries prior to the posting of these entries to the
generd ledger.



232

State of Colorado Statewide Single Audit - Fisca Year Ended June 30, 2001

» DHSElectronic Benefit Transfer (EBT) Accountant. Responsible for EBT
adminigration and legacy code trandation correction.

The program accountant that processes the journals to correct errors caused by
incorrect trandations is now aso correcting the trandation in the absence of an
EBT Accountant. An individua performing a separate review would help to
ensure that trandations are occurring and corrected in atimely manner.

* County Controller. Responsblefor review and gpprova of finance department
transactions.

The county controller normally reviews and approves expenditures on thevoucher
information report to ensure that expenditures are appropriate. In one of the
countieswherewe performed procedures, we noted the county controller position
was vacant from April 2000 to June 2000. During the vacancy theindividua sthat
entered the invoices for payment performed this review.

Recommendation No. 79:

The Department of Human Services should perform aperiodic review of al open positions
within the Department with CFMS responsibilities to ensure al critical duties are
performed in atimey manner while maintaining an gppropriate segregation of duties. In
addition, al positions should have a designated substitute to ensure that critical dutiesare
performed as necessary during an employee absence. Designated substitute or backup
personnd should be employees who do not perform conflicting functions,

As it relaes to open pogtions a the county level, dthough county management is
regpongible for maintaining an effective interna control environment within the county, the
Department is respongble for promoting the effective adminigtration of the programs it
supports. These responsibilities extend to the use of CFM Sfor theinput, processing, and
output of data as well as compliance with user access security over CFMS. We
recommend the Department make the county aware of the instances noted at the county
where segregation of duties was compromised and help ensure that the Situation has been
adequately resolved.
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Department of Human Services Response:

Agree. Responghility for the County Controller resdeswith the County Director.
We will share the breach of segregation of duties with the County Director. We
are aware that the County Controller position has beenfilled. The DHS positions
listed: DHS Cost Accountant, DHS Budget Accountant, and DHS Electronic
Benefit Trandfer Accountant have been filled. Field Auditswill indude testing to
check for segregation of duties on future audits. The DHS security plan will
encompass segregation of duties by segregating the post and approve function.
However, countieswith fewer than five employees may request awaiver fromthe
separation of duties sandards by implementing aternative internd control
procedures. The dternative control procedures must be outlined in a waiver
request that is submitted and approved by the DHS Divison of Accounting. This
information will be shared with the County Directors by September 30, 2000.

Home and Community Based Services and
Home Health Services Overview

As an dternative to nursing facility care, Medicaid-digible individuds who meet the
functional assessment for needing nurang facility level of care can choose to receive
supportive sarvices in their home or an dterndive living environment outside of anursing
fadlity. These supportive services are provided to individuas through the Home and
Community Based Services (HCBS) and theHomeHedl th programs. Pleaserefer to page
159 for additiona background information.

During Fiscd Year 2001 the Office of the State Auditor conducted a performance audit
of Home and Community Based Services and Home Hedlth Services. The audit
comments below were contained in the Home and Community Based Services and
Home Health Services Performance Audit, Report No. 1033, dated June 2001.

Oversight of the SEPs

The Home Health and HCBS programs involve a complicated web of interagency
involvement. The Department of Hedlth Care Policy and Financing isthe lead agency and
contracts with other agencies to oversee and provide coordination for HCBS and home
hedth services. Specificaly, the Hedlth Facilities Divison (the Division) is contracted to
oversee and investigate service provider quality of care issues, DHS is contracted to
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review the activities of the 25 Single Entry Point agencies (SEPs); and the 25 SEPs are
contracted to provide assessment, service planning, and case management services to
HCBS program paticipants. We found severd instances where oversight and
communication among al agencies involved should be improved.

DHS monitors the SEP contractors under a cooperdtive (interagency) agreement with the
Department of Hedth Care Policy and Financing. DHS soversight responsbilitiesinclude
training, technical assstance, monitoring, and making recommendationsto the Department
of Health Care Policy and Financing regarding provider certification and financid audits
for SEP agencies. Our review concentrated on the oversight componentsof DHS sreview
induding DHS's monitoring, certification, and financid audits of the SEP agencies. We
found room for improvement in severd aress.

Financial Compliance Reviews

DHSisresponsble for conducting on-ste financid compliance reviews (FCRs) for each
SEP agency. Thefactorsdetermining thefrequency of the FCRsaremutualy agreed upon
by DHS and the Department of Hedth Care Policy and Financing. Thereview islimited
to an examination of the program expenditures and the reimbursement of these codts
reported by the SEP sysem. We identified the following problems with the FCRs.

* Financial compliancereviewsperformed by DHSarenot timely, consistent,
or cost-effective. The most recent Financiad Compliance Reviews conducted at
four out of the five SEPs we visted werefiveyearsold, conducted in Fisca Year
1996. Another SEP had their review in Fiscal Year 1999 for the three-year
period covering 1997, 1998, and 1999. Additiondly, one of thelargest SEPshas
not had a review since 1996. In totd, for the five SEPs we visited, DHS
recovered about $400,000 asaresult of the compliancereviews. DHS explained
that they try to conduct these audits every threeto four years, but only one of the
five had had areview in that timeframe. Since the recoveriesresulting from these
reviews are Sgnificant, the reviews should be conducted annudly.

» SEPs are not reverting the unspent monies without a review. SEPs are
required to revert any fundsthat they received but did not spend during the Fisca
Year. However, for the five SEPs in our sample area, DHS recovered about
$260,000 in funds that the SEPs did not spend and that were not reverted prior
to DHS' s review. Although there is some confusion between Department of
Hedlth Care Policy and Financing and DHS staff asto whether SEPs arereverting
fundswhen compliance reviews are not conducted, our review confirmed thet the
SEPs are not reverting the funds for yearsin which they do not receive afinancid
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compliance review. The Department of Hedlth Care Policy and Financing should
include pendlties and logt interest in the SEP contracts that ensure SEPs comply
with requirements to revert unspent funds.

With HCBS program cogtsincreasing greetly each year, it isimperative thet the oversight
proceduresin place concentratetheir effortson reviewing issuesthat directly relateto client
care and cost contral. As a result, we believe that the Department of Human Services
should improve the oversight of the SEPs. It ispossible that financid compliance reviews
could beincluded as an agreed-upon audit procedure during the counties’ annual financia
audits. If this were done, DHS could review the results during its desk review of the
financid audits. Recoveries fromthe annua compliance reviewswould offset someor dl
of the costs of the more frequent reviews.

Recommendation No. 80:

The Department of Human Services should work with the Department of Hedlth Care
Policy and Financing to identify the most cogt-effective methods for having financid
compliance reviews completed more frequently. Some options are to (1) include the
reviewsin the annud financid audits of SEPs. Thiswill likely result in Hedlth Care Policy
and Financing providing additiona funds for the annud financid audits; or (2) require
reviews to be completed each year or on a more frequent basis than is currently being
done.

Department of Human Services Response:

Agree. The Department of Human Services will be happy to work with the
Department of Hedth Care Policy and Financing toidentify themost cost-effective
methods for having financid compliance reviews completed more frequently.
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Department of Labor and
Employment

| ntr oduction

The Department of Labor and Employment is responsible for promoting and supporting
the public economic well-being by providing services to employers and job seekers, and
by enforcing laws concerning labor standards, unemployment insurance, workers
compensation, public safety, and consumer protection. Please refer to page 61 in the
Financid Statement Findings section for additiona background information.

During Fiscd Year 2001 the Office of the State Auditor conducted a performance audit
of the Wefare-to-Work program. The audit comments below were contained in the
WEel fare-to-Work, Department of Labor and Employment Perfor mance Audit, Report
No. 1375, dated July 2001.

Colorado’ s Welfare-to-Work Program

The Wefare-to-Work (WtW) grants program was established by Congress to provide
additional resources to supplement the welfare reform funds included in the Temporary
Assgtance for Needy Families (TANF) block grant. The Department of Labor and
Employment administers and oversees the State's Welfare-to-Work formula grants.
Colorado's WtW program is"acollaborative effort involving the Department of Labor and
Employment and the Department of Human Services (DHS), the 63 county departments
of human services, and the 18 workforce regions and subregions.” In Colorado,
workforce development boards are responsible for overseeing the various employment
programs operated a the regionad workforce centers. There are nine workforce
invesment regions in the State. Each of these regions has a board that oversees its
workforce development activities, including Welfare-to-Work. Colorado ddivers most
of its WtW programs through these workforce regions.

In Colorado, Welfare-to-Work is one of several programs that provide employment
sarvices to the "hard-to-employ.” Many of the programs can provide the same services
to the "hard-to-employ" population. Asaresult, coordination of services provided to this
population is crucid in ensuring that the State, workforce regions, and counties are
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effectively leveraging federal and date funds as well as preventing the duplication of
servicesto clients.

Coordination Between Programs Has Been
Difficult in Some Regions

Federal regulationsrequirethat WtW activities be effectively coordinated with TANF and
other programs. The Department wrotein its State Unified Plan that it “will encouragethe
local workforce regions to coordinate and integrate their programs and services, but the
manner and extent to which this occurs remains a local prerogative.” Regiona WtW
programs may need to coordinate with severa different Colorado programs that aso
provide employment servicesto low-incomeindividuds, including TANF, the Workforce
Investment Act (WIA) programs, Wagner-Peyser, and Employment First.

To prevent duplication and maximize the use of various funding sources, regions that co-
enrall clientsin WtW and other programs must etablish asystem for coordinating activities
among these programs. It is particularly important that regions coordinate job retention
and support services provided to clients. Thisis because federa regulations only alow
granteesto use WtW fundsfor job retention and support serviceswhen these servicesare
not avalable through any other funding source. Coordination between the various
employment and assistance programs is essentia in ensuring that WtW funds are being
used properly.

We found that coordination between WtW and other programs varies from region to
region, primarily because of loca decisions. Specificdly, wefound that WtW gtaff in some
regions, such as Mesa and Pueblo, work closely with other related programs. In these
regions, WtW saff regularly meet with staff from TANF, Child Support Enforcement,
Vocaiona Rehabilitation, and Workforce Investment Act (WIA) agencies. Often, WtW
daff are housed inthe samefacility asTANF and WIA. However, other regionswevisited
did not have as close of ardationship with these other programs. For example:

» There have been problems with the coordination between TANF and WtW
programs in the Pikes Peak and Adams regions. According to TANF gaff in
these regions, thework programsthey havein place sufficiently meet the needs of
the clients. Asaresult, these Saff believe thereislittle need for WtW.

» The Argpahoe/Douglas Regionhas not devel oped aworking relationship with the
county child support enforcement agency because theloca county commissioners
have chosen not to serve noncustodid parentsin WtW.
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Coordination is particularly important when clients are co-enrolled in multiple programs.
WIW clientsmay be co-enrolled in other programs, suchas TANF, WIA, and Vocationa
Rehabilitation. By co-enrolling clients in multiple programs, grantees have the ability to
provide a wider range of services to clients. In addition, co-enrolling is particularly
beneficid in asssting TANF clientsto trangtion off of public assstance and into long-term
employment and sdf-sufficiency. Colorado WtW gaff told us that because many of the
TANF dientsenrolled in WtW have been receiving public assi stance for many years, co-
enralling these dients in both programs gradualy eases them off of public assstance and
provides necessary supports to ensure better success in WtW.

During the audit we reviewed the various methods used by regions to coordinate WtW
services with other employment and assistance programs. Overdl, wefound that the best
coordination efforts between the various employment and assi stance programswereinthe
Mesa, Pueblo, and Weld regions. We identified some effective practices in coordinating
these sarvices, preventing duplication, and leveraging multiple sources of funding. These
include:

C Housng Wefareto-Work in the same location as TANF and other
employment and assistance programs. We found that working relaionships
between WtW and TANF were often better when staff from these two programs
were co-located.

C Meseting with staff from other programs on a regular basis. Ongoing
communication between WtW and other programsisessentid in coordinating the
delivery of services and preventing duplication. WtW gaff from some of the
regions we visted, such as Mesa and Pueblo, regularly meet with gaff from other
programs to discuss servicesprovided to clients. Staff in Pueblo meet on aweekly
basis.

C Crosstraining case managerson the various employment and assistance
programs in the region. A better understanding of the various programs and
services available helps case managers better maximize the use of funds on their
clients. Case managersin the Weld and Pueblo regionsaretrained for the various
programs avalable to clients. In these regions case managers assigned to
Wefare-to-Work can aso provide services from other programs, such as WIA
and Vocationd Rehabilitation, to their clients directly. In Pueblo one case
manager coordinates al TANF and WtW services provided to clients. This
approach is used to ensure duplication of services does not occur.



240

C

State of Colorado Statewide Single Audit - Fiscal Y ear Ended June 30, 2001

Providing case managers access to the automated databases used by
employment and assistance programsin theregion. Case managersin some
of the regions we visited have access to various automated databases containing
dient information. For ingance, case managers in Weld can obtain dient
information for TANF and WIA programs. Thisaccessalows case managersto
determine if a service has been provided to a client and helps to prevent
duplication of services.

Loca coordination with other programs is a key component of a successful WtW
program. Asmentioned earlier, federd regulations require effective coordination between
WtW and other employment programs. Asaresult, it isimportant for the Department to
ensure that regions are complying with this requirement. (CFDA No. 17.253)

Recommendation No. 81:

The Department of Labor and Employment should improve coordination efforts between
Wedfare-to-Work and TANF and other employment programs in the State by:

a

Identifying the workforce regions that are struggling to coordinate Welfare-to-
Work activitieswith TANF and/or other employment programs. The Department
should work with TANF and/or other applicable employment programs to
determine the reasons for the poor coordination of services.

Providing technical assistance to workforce regions that addresses the
coordination problems.

Ensuring that coordination efforts result in minimizing duplication of services and
leveraging of multiple funding sources

Induding reviews of coordingtion efforts in its annua monitoring vists to
workforce regions.

Formdizing its relaionships with its partner date agencies by establishing
memorandums of understanding for Welfare-to-Work activities.
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Department of Labor and Employment Response:

Agree. Mogt of the recommended activities are dready in place; severd were
implemented as an integra part of the WtW program’ sinception.

a. The Depatment has been and will continue to work with our Sate
partners in TANF and Child Support Enforcement to encourage local
coordination to identify training needs and provide technica assstance.
For example, the Department of Human Services asssted with the
development of the State’ sSWtW planin 1998. Department of Labor and
Employment and Department of Human Services Sdf Sufficiency
Programs have participated in joint teleconferences with the county
departments of human services and local workforce regions to discuss
program coordination and ways in which the loca programs could work
together, co-enroll clients, etc. (e.g., October 12, 2000). Department of
Labor and Employment, Department of Human Services Sdf Sufficiency
and Department of Human Services Child Support Enforcement have
presented joint workshops and participated on panels at each other’s
conferences and annual meetings (2000 and 2001 Colorado Works
Conferences, 2000 and 2001 CSE Conferences, 2000 Fatherhood
Initiative Conference, 2000 Rocky Mountain Workforce Association
Conference). Child Support Enforcement and the Department issued a
joint letter to the county child support enforcement agencies regarding the
WItW program and how it could assigt in their child support collection
efforts(November 1, 1999). The Department of Human Servicesand the
Department of Labor and Employment have jointly visited workforce
regions to help facilitate local discussons on program coordingtion. The
Department aso worked with the Divison of Housng's implementation
of its HUD WtW program in 1999.

b. The Depatment has provided ongoing technica assstance regarding
program coordination since the program’s inception. For example, the
Department began holding periodic meetings with the locd WtW
coordinatorsto discussissues and shareideasin 1998, and has expanded
attendance at these mesetings to include any interested state and loca
partners and community-based organizations. During on-gtetraining last
year on the new digibility, regions were encouraged to invite their loca
partners. The Department of Labor and Employment and the Department
of Human Services have presented several workshops at the annua
Colorado Works and Rocky Mountain Workforce Development
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Association conferences on ways to coordinate programs and services.
L oca workforceregions have asked the Department to facilitate meetings
with their partnersto discuss local coordination efforts.

Cc. Seeb. above

d. The Department dready monitorsthe nine workforce regionsannualy. It
will include loca coordination activities as part of dl future reviews.

e. The Department will establish Memorandums of Understanding (MOUYS)
with each of its state WtW partners by December 31, 2001.

Delaysin the Delivery of Paychecks Cause
Problemsfor Clients

During our vidt to the Pueblo Subregion, we identified problems with the ddivery of
paychecksto clientsin subsidized employment. Severd regionsthroughout the State place
WiW dientsin subsdized employment. The wages of these clients are either partidly or
fully paid with WtW funds. One of the regions that places the most clients in subsidized
employment is Pueblo. Pueblo is so one of four service ddivery areas within the Rura
Region where staff from the Department administer the WtW program. The financia
duties for these areas have been assigned to one staff member in the department
headquartersin Denver. Thisindividud isresponsiblefor processing paychecksfor clients
in subsidized employment.

During our vigit to the Pueblo Subregion, we obtained amemorandum from aWtW case
manager to the Director of the Pueblo Workforce Center. This memo, dated December
15, 2000, stated:

Many of my clients, who are enrolled in the WtW program, do not receive
their paychecksonaregular schedule. | get calsfrom them sometimesas
late as the Thursday following the mailing of ther checks informing me
they have not received their checks. Often times the lateness of the
checks generates additiona late fee costs and stressfor my clients. [This]
a so takes much of my work time following up with each Stuaion. One
of the most common gods for many of my WtW clients is for them to
learnhow to budget and managetheir money. Thislate paycheck Situation
is not conducive to ther achieving this god.
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Wereviewed threelettersthat this case manager attached to her memorandum. Inal three
letters, clients Sated that they had recelved paycheckslate. Two clients Sated that thelate
paycheck affected their timely payment of bills. Department staff have followed up on
these cases and do not believe they represent widespread problems.

Clientsin WtW have limited financid resources. A late paycheck can affect thair lives.
In fact, we identified some of the hardships that clients face when not receiving their
paychecks on atimely or regular schedule. Specificaly:

L ate paychecks can affect clients housing. During our vigt to the Pueblo
Subregion, we identified four clientswho paid their rent late because of delaysin
recaving their paychecks. All of these clients were charged late fees by ther
landlords.

TANF clients in the Pueblo Subregion can temporarily lose their cash
assistanceif they receive their paycheckslate. We identified four casesin
the Pueblo Subregion where clients who were co-enrolled in WtW and TANF
temporarily lost their cash assistance due to receiving their paychecks late.
Specificdly, these clientswere supposed to receive apaycheck during one month,
but did not receiveit until the next month. Thisresulted in these dients' receiving
three paychecksin one month rather than the normal two paychecks. TANF cash
benefits are calculated on monthly earnings. The TANF system will autometically
cance a dient's cash assgtance if the client's monthly earnings are above the
dlowable amount to be digible. According to Department staff, there may be
some confusion in Pueblo as to when income earned by TANF recipients should
be counted. Department of Human Services saff state that it should be counted
on the date the income becomes legdly availableto the recipient (i.e., the date on
the check). However, it appears TANF case managersin Pueblo are caculaing
earned income on the date it is received by the recipient.

Food Stamp assistance can be interrupted when clients receive their
paycheckslate. Similar to TANF cash assstance, Food Stamps benefits are
caculated based on monthly earnings. Clients enrolled in WtW and receiving
Food Stamps can face the same consequences as TANF dients when recelving
their paycheckslate. Staff from the Pueblo Subregion reported that some WtW
clients temporarily and unnecessarily lost their food stamp benefits due to ddays
inreceiving their paychecks one month and receiving too many paychecksthe next
month.
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The Department Needsto Solve Payroll Delivery
Problems

We found that the payroll delays were primarily caused by the methods used to ddiver
these paychecksto clients. Specificaly, staff in Denver and Pueblo reported that they have
experienced a number of problems with sending and receiving mail. The staff members
stated thet mail containing the payroll information sometimes does not arrivein Denver for
as long as two weeks after it was sent from Pueblo. Staff inthe Denver office and Pueblo
Subregion have primarily used the regular U.S. mail to send payroll documents. Onafew
occasions, staff from the Pueblo Subregion have used Federal Expressto send the payroll
information to Denver. However, aff from Denver State that these packages sometimes
do not arrive at the Denver officefor severd daysto aweek after they were sent. Further,
paychecks sent from the Denver officeto dientsare sometimes delayed in the mail system.

Some of the dternative solutionsto the problemswith ddlivering paychecksto dlientsin the
Pueblo Subregion include:

» Using dterndive mail sysemsto ddiver payroll documents,
»  Sending paychecksto clients eectronically.

» Claifying how TANF g&ff in Pueblo determine when earned income is counted
(i.e., when the check isissued or when it is received by the client).

The current procedures used by the Department to deliver paychecksto clientsin Pueblo
are not working optimally. The Department immediately needsto identify and implement
solutions to these payroll issues. (CFDA No. 17.253)

Recommendation No. 82:

The Department of Labor and Employment should identify and implement solutions to
ensure the timely delivery of payroll documents to Wefare-to-Work clients. These
solutions may include:

* Usngandternativemail system, such asan expressmail courier, to deliver payroll
documents to Pueblo gtaff and directly to the staff in the Denver office.
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Considering using an eectronic syssemto ddliver payroll documentsto clientswho
have obtained bank accounts. The Department should assist regionsin identifying
way's to establish bank accounts for clients.

Working with TANF gaff in Pueblo to clarify how earned income should be
calculated for TANF benefits.

Department of Labor and Employment Response:

Partidly agree. The Department requested specific documentation regarding this
issue and what congtitutes “lateness,” and was provided the names of four clients.
In the absence of specific information, the Department conducted an in-depth
review of these four cases, including an andysis of ther timesheets and pay
records. All but two paychecks were paid within one week following the end of
the pay period. Both of the late payments had extenuating circumstances. One
involved a dient who was terminated from her position and waited two weeksto
return to the workste to get the employer’s sgnature because she was
“embarrassed” to go back. The other late payment was due to a staff oversight;
however, the case manager took immediate action, the client received her
paycheck within two days of the discovery, and the case manager offered to take
care of the rent and any late charges, dthough this assistance was refused.

The Department provides specid accommodations to ensure that clients receive
payment as quickly aspossible, and it has proceduresin placeto pay rent and late
fees when payment is late, although clients do not always accept this offer of
assstance. The Department is concerned about the issue of late payments, but
needs to analyze it further because there are a number of contributing factors
involved, and no easy solution. The Department has taken steps to minimize the
impact on dientswhileit sudies the issue:

»  Specid accommodations have been in place since the advent of subsidized
employment so that dients do not have to wait until the end of the next pay
period to receive their paycheck. The Department accepts faxed paperwork
and processes payroll requests when they are received.

* The Depatment is investigating the feashility of developing an eectronic
transmisson system for payroll processng. However, many WtW clientsdo
not have bank accounts, so it is aso looking for ways to assst clients in
obtaining and managing bank accounts.
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»  The Department is consdering the possibility of creating an impressed cash
fund and use of a courier service to deliver time sheets to Denver.

* The Department is currently required to use the GSS mail system, which has
resulted in mailing ddays. The Department has requested a waiver to alow
direct mailing for checks so they can be sent as soon asthey are issued.

* Theissue of dlient reponghility must also be taken into consideration. One
of the purposes of WtW isto expose clientsto workplace expectations, such
as the importance of meeting deadlines and submitting time sheets both
accurately and in a timey manner, and in learning how to manage their
personal finances. The Department will encourageloca workforce regionsto
address these issues in their job readiness training, and to provide persond

financid management and budgeting as a post-employment activity.

» The man purpose of wdfare reform is to reduce the number of individuds
who receive public assistance; WtW was created to provide a network of
post-employment supportsto asss dients with the trangtion from welfare to
sdf-aufficiency. Local staff will be encouraged to meet with county human
services staff to discuss program requirements and the impact that subsidized
employment can have on digibility for TANF and Food Stamps, ensure that
dients fully understand the potential impact that earnings can have on benefits,
and develop drategies to minimize adverse impacts on clients.

Ongoing Monitoring Helps Ensure Quality
Programs and Compliance With
Regulations

Federal regulations and state policies require the Department and workforce regions to
conduct ongoing monitoring of the WtW programs. Overdl, wefound that the Department
and workforce regions could improvetheir monitoring of the WtW programsin the State.
Additiondly, the Department has not ensured that the regionsimplement recommendations
from monitoring reviews.

The Department conducted on-site reviews of WtW programs in al nine workforce
regions. The Department's on-site reviews primarily focused on regiona compliancewith
gpending, digibility, and alowable services requirements. Following each review, the
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Department prepared abrief report summarizing the results and making recommendations
for improvements. In addition, the WtW Coordinator conducted desk reviews of the
financid records of the nine workforce regions on an ongoing basis to ensure compliance
with the federd adminigrative limits and 70-30 spending requirements.

Although the Department has conducted on-site monitoring reviews of some WtW
programs in the State, it has not done enough to ensure that WtW programs are in
compliance with federd and state requirements. Specificaly, we found that:

The Department hasnot conducted on-sitemonitoring reviewsof all of the
W1tW programsin the State. The on-ste review of the Rura Region included
vigts to five of the ten subregions. As a result, some of this Region's programs
were not monitored. For example, the Department has not conducted
programmeatic, compliance, or financia reviewsof the WtW programinthe Pueblo
Subregion. Asprevioudy discussed, weidentified problemswith how theprogram
in this Subregion is being administered, particularly with the methods used to
deliver paychecks to clients in subsidized employment. Department management
were unaware of these problems. If Department staff had monitored Pueblo's
program, the problems could have been discovered earlier. 1t isimportant for the
Department to conduct on-site reviews of subregions within the Rura Region
because these subregions are administered differently. Additiondly, the purpose
of monitoring reviews is to ensure compliance with requirements as well as to
improve the quality of the services provided by the programs.

Department staff stated they plan to monitor al WtW every two to three years.
However, the Department has not incorporated this plan into its policies.

The Department hasnot ensur ed that r egionsimplement recommendations
from state or federal reviews. During our visits we found evidence that some
of the deficiencies noted in the Department's or in USDOL’s monitoring reports
have not been corrected. According to Department staff, none of the deficiencies
noted during thereviewsresulted in corrective actions. Staff explained that if there
isacorrective action, aplan is developed detailing how the region will correct the
problem. Department staff Sated that they will conduct afollow-up Ste vist to
ensure that the problem has been corrected. If Department staff provide
recommendations to improve how the program is administered and there are no
corrective actions involved, then staff will not follow up on the recommendations
until the next scheduled on-Site vist to the region.
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To ensuredl programmetic, compliance, and financia problemsare corrected, the
Department needs to follow up with regions on the implementation status of the
recommendations made by USDOL and itsdf. At a minimum, Department daff
should obtain supporting documentation from the regions within sx months of the
review that shows that recommendations have been implemented.

The Department has not conducted any on-site monitoring reviews of
financial recor dsmaintained by wor kfor cer egionson their WtW programs.
As mentioned earlier, the WtW Coordinator conducts desk reviews of the WtW
financid data for the regions. The financid information used for these desk
reviews are self-reported from the regions. Asof our audit, Department staff had
not verified that the reported financid information is accurate. We identified some
ingtances during the audit where financia information was reported incorrectly or
was questionable. As mentioned earlier, WtW has drict spending requirements.
USDOL can require grantees to reimburse them for expenditures that are not
dlowable. As a reault, it is important for the Department to ensure that
expenditures reported by regions are accurate. Department staff stated that they
plan to conduct on-Site reviews beginning in July 2001.

Workforce regions have not conducted on-site monitoring of their WtW
subrecipients. Two of the regions we visted—Arapahoe/Douglas and
Denver—contract out their WtW programs to community-based organizations.
However, neither of these regions have conducted on-site monitoring reviews of
their subrecipients. Monitoring of WtW programs in the Arapahoe/Douglas
Regionprimarily condgstsof desk reviewsand/or supervisory reviewsof client files.
Staff from the Denver Region had not conducted any on-site or desk reviews of
their WtW contractors. Asof our review, the Denver Region had 9 current WtW
contracts and was in the process of developing 16 additional WtW contracts.
Steff dated that they plan to conduct these reviews in the near future. As
mentioned earlier, the U.S. Department of Labor recently conducted areview of
the WtW program in the Denver Region. In its report USDOL criticized the
Denver Region for not monitoring its contractors and recommended that the
Denver Region "develop a corrective action plan” detailing how this region would
dtrengthen its monitoring procedures.

The Department is not ensuring that wor kfor ceregionsareimplementing
the monitoring policies and activities described in these regions WtwW
plans. Aspart of the gpplication processfor WtW formulafunds, the Department
required regionsto submit “loca plans' describing how they would implement their
programs, including adescription of how they would monitor their programs. The
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Denver Region, for ingance, ated in its locd plan that monitoring of its
subrecipients would include the following: (1) appropriate financial and program
activity reports submitted regularly to the contract representetive; (2) periodic Ste
vidgtsto include a review of dlowable activities as well as a review of randomly
selected case recordsto be sure that activities are being provided to eligible WtW
clients, and (3) periodic Ste or desk reviewsof contractor eigibility, program, and
finances. As dtated above, the Denver Region is not conducting on-site or desk
reviews of its contractors activities. However, wefound that the Department did
not include any recommendations addressing thisissuein itsreview conducted in
the spring of 2000.

» Workforce regions have not submitted required annual reports to the
Department that summarize monitoring activities related to WtW
subr ecipients. Contracts between the Department and al the regions, except for
the Rurd, require regions to submit annual reports ontheir WtW programsto the
Department by September 30 of each year. As part of this report, regions are
supposed to include a summary of the monitoring activities related to their
subrecipients, any corrective actions taken, and the results of these corrective
actions. The Argpahoe/Douglas and Denver Regions have not submitted these
reports to the Department as required.

Ongoing monitoring of WtW programs is important for severa reasons. Specificaly,
federd digibility and spending requirementsfor WtW are strict. Regular monitoring helps
identify compliance issues and correct them before magor problems develop. By not
periodicaly monitoring these programs, the State risks not complying with these
requirements and possbly being required to reimburse the federd government for
undlowable expenditures. In addition, monitoring serves as a quality assurance tool.
Ongoing monitoring assistsregionsin identifying and correcting any problems affecting the
delivery of high-quality servicesto dients.

It isimportant for the Department to ensure the regular and complete monitoring of WtW
programs. In addition, department management needs to ensure that al required reports
are submitted to and reviewed by staff, and ensure that al recommendations by the U.S.
Department of Labor and the Department related to Colorado's WtW formulagrants are
implemented. (CFDA No. 17.253)
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Recommendation No. 83:

The Department of Labor and Employment should improve how the State's WtW
programs are monitored by:

a. Revisng itsmonitoring policies to include the frequency of on-dte reviews of al
WtW programsin the State.

b. Conducting on-site financid reviews of al WtW programs in the State at least
every two years.

c. Ensuring that al workforce regions are monitoring their subrecipients a least
annudly.

d. Ensuringthat al recommendationsmadeby the U.S. Department of Labor and the
Department related to Colorado's WtW formula grants are implemented.

Department of Labor and Employment Response:

Agree. Colorado is in compliance with the federd regulations governing
monitoring and oversight, and its monitoring activities are consstent with federa
policy. USDOL views the State as nine separate regions, and requires the
Depatment to monitor the approved adminidrative entities (i.e,, the nine
workforce regions) on a periodic basis for compliance with gpplicable laws and
regulations. The Department was required to develop a state monitoring plan,
whichwas subsequently gpproved by USDOL in 1999, and to determineitsown
monitoring activities (e.g., frequency, who will be monitored, and when they will
be monitored, etc.).

As agenerd rule, the firg time the Department monitors a new program, the visit
is of a technica assstance nature to ensure that the region understands the
program. Inthe case of WtW, the initid monitoring focused upon digibility and
dlowable activities, and paralleled the scope and nature of the USDOL reviews.
None of the problems noted during these monitoring vigits involved compliance
issues (eg., condstent errors in determining digibility), and were addressed
through recommendations and technical assstance. Follow-up on noncompliance
issuesisconducted during thenext regularly scheduled review, and implementation
of recommendations is gtrictly voluntary. Compliance issues, however, would



Report of The Colorado State Auditor 251

require the development of a corrective action plan, with deadlines for
implementation, and a follow-up Ste vigt to verify implementation.

a. All nine workforce regions and specid projects are reviewed on-site on an
annual bass; the Rura Consortium review congsts of a sample of the ten
subregions. In addition, the Rural Consortium conductsinterna reviewsof all
of itssubregions. The Department will revise its monitoring policy to include
a monitoring plan that addresses how it monitors the Rurd Consortium and
provide more specifics as to the monitoring process and its frequency.

b. Financiad desk reviews are conducted on anongoing basis. The Department
will conduct on-sitefinancia reviewsevery two years, on-gtefinancid reviews
are generdly conducted as part of overdl financid monitoring. The last
regularly financia review was conducted two years ago as part of Job Training
Partnership Act (JTPA) monitoring activities. In addition, each of the nine
regions is subject to an independent financid audit under the Single Audit
requirement. Each region is required to monitor its subcontractors.

c. The Department requires in its unified contracts that each workforce region
will monitor its subrecipients a least annudly. The monitoring policy will be
revised to provide more specificsin this area

d. Workforce regions are required, as acondition of itsunified contract with the
Department, to follow up on any recommendations, and to comply with dl
policy guidance issued by the Department. The Department ensuresthat any
recommendations it makes to a workforce region as a result of monitoring
activity are followed up during technical assstance reviews and the next
regularly scheduled review; however, it should be noted that if theissue does
not involve a compliance issue, acceptance and implementation of these
recommendations is voluntary and open to negotiation. The Department will
revise its monitoring policy to provide more specifics regarding the follow up
of recommendations that do not require corrective action.
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Regions Should I mprove Documentation
Maintained in Client Files

Aspart of their contract with the Department, regions are required to maintain records on
each dient'sinvolvement in WtW. Theserecords, a& aminimum, must contain information
on dates of entry, eigibility, participation, and termination. In some of the regions we
vigted, we identified problems with information maintained on the WtW dients. We
paticulaly found deficiencies with client files mantaned by the Denver and
Arapahoe/Douglas regions. In many cases it was difficult to determine the types of
services provided and employment history for severa clients in our sample because of
limited documentation. Specificdly:

Many client files maintained by the Denver Region contained little or no
information on services provided to these clients and their employment
activities. The Denver Region maintainsfour different fileson each dient. These
files are kept in severd different locations, including community-based
organizations located throughout the city. During the audit wereviewed dl filesfor
each dient in our sample and Hill found it difficult to obtain complete information
on clients participation in the program. For ingance:

— Almogt 50 percent of the files reviewed from the Denver Region did not
contain the beginning wage information on the client’s most current job.

— Nearly 70 percent did not contain current wage information on the client's
most recent job.

— About 60 percent did not contain documentation on the duration of theclient's
most current job.

Missing information in the client files in the Arapahoe/Douglas Region
made it difficult to identify the types of services provided to clients and
determinethe client's successin the program. Assessments and case notes
maintained in the files from this region were often vague. Without complete and
descriptive case notes, it can be difficult to identify the services provided to the
client and the client's success in the program. The Department recommended in
April 2000 that Arapahoe/Douglas ensure that contractors improve client files.
The Department’ smonitoring report stated that " the portions of thefilescompl eted
by the contractors were of an inconsstent qudity.” On the basis of our review of
dient filesin Argpahoe/Douglas, this recommendation has not been implemented.
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The Department needs to develop methods that will assst the regions with collecting and
mantaining data so that program outcomes and effectiveness can be evauated and
monitored. At aminimum, regions should maintain the following types of informeation on
each client:

» Thedatethe client entered the program.
e Criteriaused to etablish digihility.
»  Demographic information, such as age, gender, ethnicity, and family status.

* Co-enrollmentsinother programs, including descriptions on how the case manager
ensures that duplication of servicesis not occurring.

» All sarvices provided to clients, including abrief description of the serviceand the
date the service was provided to the client.

*  Employment information, including alisting of dl jobsheld by thedient whileinthe
program, positions held by the client in each job, duration in each job, beginning
and most current wages, performance in the jobs, and reasons why the client |eft
jobs, if applicable.

e Child support information for noncustodid parents, including the persond
respongbility contract, the client's monthly child support obligation, the amount in
arears, and dl payments made by the client while in the program.

» Case notesthat describe mgjor activities or events related to the client.

* The date and reason the client was terminated from the program.

(CFDA No. 17.253)

Recommendation No. 84:

The Department of Labor and Employment should ensure that workforce regions are
maintaining complete and accurate records on Welfare-to-Work clients by:

a. Providing guidance to the regions on the types of information that should be
maintained in the dient files
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b. Monitoring dient files a least annudly to ensure dl required information isin the
files

Department of Labor and Employment Response:

Agree. The Department is aready conducting these activities, and has since the
program’s inception (e.g., PGL 99-04-WW1, Welfare-to-Work Applicant
Procedures, issued February 3, 1999; PGL 00-29-WW1, Welfare-to-Work
Bighility, issued December 1, 2000 to replace PGL 99-13-WW1, issued July 1,
1999).

a. The Depatment has issued policy guidance letters that address the issue
of documentation and establish minimum standards; these policies are
updated on an as-needed basis. The automated system has built-in edit
checksthat highlight missing required dataelements. The Department will
convene a workgroup of state partners and local workforce regions to
discuss data collection and documentation needs, and determine whether
additiona standards are required.

b. The annud on-dtereviewsinclude areview of dient files and case notes.




255

Department of Military Affairs

| ntroduction

The Department of Military Affairsconsastsof the Nationd Guard and the Civil Air Patrol.
The Adjutant Generd is the adminigrative head of the Department and the Chief of Staff
of the Colorado Nationa Guard. The Department isresponsiblefor providing day-to-day
command and control, guidance, policies, and adminigtrative and logistics support to the
Dividons of the Nationd Guard and Civil Air Patrol.

Thefollowing commentswere prepared following audit work performed at the Department
of Military Affairsby the Office of the State Auditor staff in cooperation with staff from the
firm of Cottrell & Associates. Pleaserefer to page 63 in the Financid Statement Findings
section for additiona background informetion.

Fiscal Responsibility Is Needed

The Department has had significant accounting issues over the past few years and there
continue to be significant turnover of accounting staff, delays in processing vendor
payments, obtaining federal approvas for reimbursement, and recording additions and
deletions to fixed assets. We conclude that the Department needs to make improvements
in its sysems and controls to ensure that assets are safeguarded and that accounting for
transactions is timely and accurate. Please refer to Recommendation No. 15 in the
Financid Statement Findings section for additiona details, our recommendation, and the
Department's response.

| mprovethe Recording and Reporting of
Transactions

A shortage of accounting staff created additiond risk that transactions may have been
recorded improperly on the State's accounting system. Vendor payments lagged during
the year, exceeding the 45 daysallowable under thelaw. The Department hasnot updated
the State's accounting system for changes in its land, buildings, and congruction in
progress since Fiscal Year 1999. During Fisca Years 2000 and 2001 the Department
expended about $3.7 million in controlled maintenance, land purchases, and congtruction
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costs on armories and other buildings but was unableto provideinformation on the amount
of these cogts that should be capitaized. Please refer to Recommendation No. 16 inthe
Financid Statement Findings section for additiond details, our recommendation, and the
Department's response.
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Department of Public Health and
Environment

| ntr oduction

The Department of Public Hedth and Environment is responsible for improving and
protecting the hedlth of the people of Colorado, maintaining and protecting the quaity of
Colorado’ s environment, and assuring the availability of hedth and medical care services
to individuds and families The Depatment is composed of the following mgor
organizationd units

* Adminigrative Divisons
N  Adminigration and Support
N Center for Hedth and Environmenta Information
N Laboratory and Radiation Services
N Loca Hedth Services

*  Environmenta Divisons
N Air Quality Control
N Water Quality Control
N Hazardous Materids and Waste Management
N Consumer Protection

* Hedth Sarvices Divisons

Disease Control and Epidemiology

Family and Community Hedlth Services

Hedth Fecilities

Emergency Medica Services and Prevention

Prevention and Intervention Services for Children and Y outh

==2=2=2 2

The Department was appropriated $253.9 million and 1,079.5 full-time equivadent aff
(FTE) for Fisca Year 2001. Thefollowing chart shows the operating budget by
funding source during Fiscd Y ear 2001.
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Department of Public Health and Environment
Ficcal Year 2001 Operating Budget by Funding Seurce (In Millions)

$145.2

Source:  Joint Budget Committee Fiscal Y ear 2000-01 Appropriations Report

Home and Community Based Services and
Home Health Services Overview

As an dterndtive to nurang facility care, Medicaid-dligible individuas who meset the
functiona assessment for needing nursing facility level of care can choose to receive
supportive sarvices in their home or an dternative living environment outside of anursing
fadlity. These supportive services are provided to individuals through the Home and
Community Based Services (HCBS) and theHomeHedl th programs. Pleaserefer to page
159 for additiona background information.
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Oversight of Home Care Providers

Clientdle served by the HCBS and Home Health programs are typically ederly, disabled,
fral, or in need of nurang facility placement and, therefore, are consdered a vulnerable
population. Services provided by the Home Health and HCBS programs are provided to
cientsin their homes and communities, and thus, provider saff often have unsupervised
contact with vulnerable persons. The Home Hedlth program offers skilled care, such as
insertion of catheters and collection of blood samples, to clients. In contrast, HCBS
programs provide unskilled care, such as housekegping and mea preparation, to clients.

The Hedth Fadilities Divison (the Divison) within the Department of Public Hedth and
Environment monitors the qudity of care provided by Home Health (skilled) and Home
and Community Based Services (HCBS unskilled) providers by performing unannounced
inspections, or surveys, to ensure providers compliance with participation requirements.
The federd Health Care Financing Adminigtration (HCFA) has established qudity of care
and adminidrative standards that home hedlth (skilled) providers must meet in order to
become “ certified” to receive Medicaid or Medicare reimbursement for services provided.
According to federa rules, home hedth providers are required to be surveyed every 12
to 36 months based on their performance (e.g., number of complaints received, results of
the prior survey, changes in management).

The Department of Hedlth Care Policy and Financing (HCPF) established standards that
HCBS (unskilled) providers must meet in order to become “ certified” to participate in
these programs. HCPF requires that the Divison survey these providers every 9 to 15
months in order to ensure that standards are met.

Providers (both HCBS and Home Hedlth) who do not comply with established stlandards
are cited with deficiencies. There are 131 certified home hedth providers and a tota of
440 HCBS sarvice providers certified by the Divison, including 126 persond
care/lhomemaker providers, 42 HCBS adult day care providers, and 272 HCBS
dternative care facility providers.

Wereviewed the Divison' soversight of quality of care provided by home hedth, persond
care/lhomemaker, and adult day care providers. We did not review the Divison's
certification activities as they relate to certifying dternative care facility providers. We
noted issues with oversight for both the Home Hedlth and HCBS programs and, as a
result, have concerns about whether certified providers are meeting standards and the
impact of this on the qudity of care being provided to program participants.
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During Fisca Y ear 2001 the Office of the State Auditor conducted a performance audit
of Home and Community Based Services and Home Hedth Services. The audit
comments below were contained in the Home and Community Based Services and
Home Health Services, Report No. 1033, dated June 2001.

Survey Process Needsto Be Improved

Aspart of our audit, wereviewed asample of 30 Hedth FacilitiesDivison surveys (on-site
ingpections) of home health providers conducted during Fisca Y ears 1999 through 2001.
We dsoreviewed asampleof 23 HCBS surveys conducted during Fiscd Y ears 2000 and
2001. We identified the following problems:

Surveyors failed to consistently and adequately cite deficiencies. During
our review we noted that surveyors inconsstently cited a deficiency related to
inadequate supervison of home hedlth aidesfor eight providers. Inthreereviews
the deficient practice was noted as occurring in 33 to 83 percent of the sample,
and deficiencies were cited at the least severe deficiency level. However, the
same deficiency was cited in five other reviews (for a smilar percentage of the
survey sample), and surveyors cited more severe deficiencies. Weaso found that
infour of our HCBS sample items, surveyors marked items*not met” but did not
cite a deficiency. In these four cases sample documentation indicated deficient
practicesfor between 18 and 80 percent of the recordsreviewed, yet deficiencies
werenot cited. Accordingto Divison surveyors, providersmay offer explanations
or additiona documentation, indicating substantial compliance with standards.
However, we did not find evidence of thisduring our review. Deficiency citing is
key to ensuring providers correct quality of careissues, therefore, itiscritica that
surveyors identify potential deficiencies and cite them gppropriately.

Surveyors failed to adequately document inspection results. During our
review of survey documentation we found that required documents were
frequently missing or incomplete. For example, we found that the Divison could
not locate severa important survey documents and surveyorsdid not completeal
required documentation, including forms that assst surveyors in determining the
appropriateness of the provider's care and services, records supporting that
surveyors conducted review of personnel and client records, and the plan of
correction and forms used to indicate whether plans of correction are adequate.
Without adequate documentation the risk is increased that deficient practicesare
not identified.
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Due to the problems we noted with surveyors' reviews of home health providers
personnel records, we performed our own review of personne recordsto ensure
that staff have gppropriate licensure or certification. In our review of sx
providers personnd records we found two expired physica thergpists licenses
and one expired speech therapist certification. In addition, one provider was
unable to produce personnel records for alicensed practical nurse or for any of
the provider’ stherapists. Although we were able to verify current licensure and
catification through other means, Medicare standards require that personnel
records include current documentation of licensure and certifications.

» Surveyorsfailed to select adequate samplesizes. For nineof our homehedlth
and four of our HCBS samples surveyors faled to sdect the federdly and
Divison-required number of clientstoincludefor record reviews, homevists, and
interviews. For these surveys surveyors sdected up to four items fewer than the
policies required. Without adequate sample sizes, the risk is increased that
surveyors will not identify aquality of careissue.

We compared the average number of hours spent on surveysin Colorado and the number
of surveys conducted without deficiencies cited with regiona datafor homehealth surveys.
(Because HCBS surveys are not currently a federal requirement, statistics on HCBS
surveys are not available) Wefound that Colorado surveyors spend about afourth less
time, on average, on surveysthan other statesregiondly. Additiondly, over the past three
years, an average of 66 percent of home health surveys conducted in Colorado did not
contain any cited deficiencies. This exceeds the average of other states regiondly by 20
percent. When thisinformation isviewed adong with the dataaready presented, questions
are raised about the effectiveness of Colorado’s survey processin identifying providers
noncompliance with standards. Therefore, this aso raises concerns about the quality of
care offered by home hedlth providers. Additionaly, the types of problems found with
HCBS surveysindicate that the HCBS review process also needs improvement.

I ncreased Supervision and Improved Evaluations
Are Needed

The survey processisthe Divison's main method for identifying quality of careissueswith
home hedth and HCBS providers. Therefore, it is essentid that surveyors follow
procedures completely and maintain adequate documentation to support conclusions and
ensure that deficient practices are identified and corrected. The Divison can improveits
survey process as explained below.
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I ncreased supervision. Although program management performs a quality assurance
review of deficiency ligts prepared by surveyors, this does not include a review of
supporting documentation to ensurethat appropriate checklistsand other typesof required
paperwork were completed, or that adequate sample sizeswereused. Performingamore
thorough review of survey materiads would help reduce the occurrence of the problems
noted earlier.

Revised performanceevaluations. TheDivisonusesagenerd performanceevauation
process for its surveyors. We recommend reevauating this process and establishing
specific performance measures regarding completeness, adequacy, and appropriateness
of survey procedures performed. Adding these types of factors to evauations may
encourage surveyors to improve the quaity of their work.

Recommendation No. 85:

The Hedth Facilities Division should improve the home hedlth and HCBS survey process
by:

a.  Requiring supervisorsto review survey documents in entirety on a random basis
to ensure completeness, adequacy, and appropriateness of the procedures
performed.

b. Ensuringthat surveyor performanceeva uationsinclude performancemeasuresthat
address the compl eteness, appropriateness, and adequacy of surveys completed.

c. Improving record-keeping to ensure that all necessary documentation supporting
survey procedures and conclusionsis maintained.

Health Facilities Divison Response:

Agree. The Hedlth Fadilities Divison will makeimprovementsto the home hedlth
and HCBS survey process as follows:

a. Thesupervisor sperformanceplanfor Fisca Y ear 2002 includesperformance
messures regarding supervison of home hedth and HCBS surveyors while
they are in the fidld conducting the surveys and review of completed survey
packets.

b. Thesurveyors performance plansfor Fisca Y ear 2002 include performance
measures regarding the compl eteness, gppropriateness, and adequacy of the
surveys they complete.
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c. The Divison has taken amulti-pronged gpproach to implementing this part of
the recommendation. (1) Earlier thisyear, the Hedth Facilities Division sought
and received gpprova to hire a full-time records manager, and is in the
process of hiring an individud for this podtion. Once hired, this person will
implement policies and procedures for collecting and maintaining
documentation related to the survey process. We anticipate this to be
complete by December 31, 2001. (2) Asan interim measure, the Divisoniis
currently using temporary staff to review completenessof survey packetsprior
to their filing. (3) The Divison has revised some of the forms used to collect
the survey datato ensureit is clear to surveyors and reviewers which datais
mandatory and which is optiond.

| mprove Risk-Based Scheduling of Surveys

Home hedth and HCBS survey scheduling requirements are shown in the following table.

Survey Scheduling Requirements

Home Health (Skilled)

HCBS (Unskilled)

Survey Frequency 12 to 36 months 9to 15 months
Federdly or State Federal and State State
Required

Risk-Based Yes No

Required Follow-Up | Yes, 4 to 6 months after No

Survey for Severe deficiency was corrected

Deficiencies

Source: OSA analysis of information provided by the Health Facilities Division.

During our audit we found that the Divison needs to improve its survey scheduling.

Specificdly, we found:

* Home health (skilled) providers were not consistently surveyed within
required timeframes. According to HCFA regulaions, home hedth surveys
must be conducted on a risk-based schedule. However, we found that the
Divisonfalled to survey 26 of 127 (20 percent) home hedth providers within
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federdly required time frames. Three of these providers had more severe
deficiencies that made them high-risk and, therefore, should have been reviewed
within six months of correcting their deficiencies. As of the end of our fieldwork,
surveys for these providers were approximately one to threemonthslate. Hedlth
Facilities Divison gtaff indicated that criteria for the four- to sx-month survey
requirement for providers with more severe deficiencies were not built into the
Divison' ssurvey cycle assgnment and tracking system, thus, the system does not
identify these providers.

We dso found that other home hedlth (skilled) providers were reviewed more
frequently than necessary. Although surveyors may usetheir judgment and assign
a provider to amore frequent survey cycle, reasons for assigning specific cycles
are not documented, and regular review of the appropriateness of cycles is not
performed. Hedth Facilities Divisonstaff indicated that there does not appear to
be any reason precluding these providersfrom being on alessfrequent cycle. This
is important because the Divison reports that it is understaffed; therefore,
resources could have been used more effectively toward surveying higher-risk
providers.

* Risk-based monitoring of HCBS providersis not conducted. Currently the
Department of Hedth Care Policy and Financing requires the Divison to survey
HCBS (unskilled) providers every 9 to 15 months. However, we found that
additional efficiency could be achieved by conducting HCBS surveysusing arisk-
based approach. As indicated in the table, home hedth (skilled) providers are
surveyed on arisk-based cycle and both Home Hedlth and HCBS programs have
agmilar risk to clients, Snce sarvices are provided in clients homes. Therefore,
it is not effective or efficient to perform more frequent surveys of HCBS providers
thanhome hedlth providers. Inaddition, wefound that for the most recent surveys
of 167 HCBS providers 62 (37 percent) were not conducted within 15 months
of the previous survey. The Divison cannot meet the 9- to 15-month timeframe
for surveying these providers. As part of a risk-based cycle, providers with
complaintsor past noncomplianceissues should be surveyed more frequently, and
the Divison should perform desk reviews of policies and procedures and staff
licensure, certification, and training for providersin years that an on-gtesurvey is
not conducted.

Timely Resurveying of New HCBS Providers|s Necessary

During aroutine survey of HCBS providers, surveyors|ook for adequacy of policies and
procedures and review client and staff personnel records. However, in some cases new
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HCBS providers do not have clients or staff a the time of the survey. In these Stuations
the surveyors recommend certification based on review of the providers policies and
procedures. Providersaretheningructed to contact the surveyor when they have staff and
clients, and then the surveyor will revigt the provider to review these records. Providers,
however, do not aways cal the surveyor oncethey have hired saff and are serving clients.
Therefore, afull survey of the provider may not be conducted until 15 months or more
after theinitid certification. Thisisa concern because deficient practices related to client
records and staff qudifications may not be detected and corrected timely.

Recommendation No. 86:

The Hedth Facilities Divison should ensure that providers are surveyed timely and
efficently by:

a. Adding afour- to sx-month cycleto the survey scheduling and tracking database
for home hedth providers with more savere deficiencies.

b. Requiring surveyors to document reasons for assigning survey cycles.
c. Peforming regular reviews of assgned cyclesfor appropriateness.

d. Resurveying new HCBS providers after the providers admit clientsto ensure that
al sandards are met.

Health Facilities Divison Response:

Agree. The Hedth Facilities Divison agrees with the recommendation and isin
the process of implementing it asfollows

a.  Thetask of changing the survey scheduling system to dlow four- to Six-
month survey cydesfor home health surveys has aready been assigned to
the Divison's information systems and support team. They currently
anticipate having such changes made no later than December 31, 2001.

b, c. TheDivison has deveoped and implemented a new form on which the
surveyor must explain the rationde behind the particular survey cycle
selected. Thecompletion of thisform and assgnment of the provider to the
appropriate survey cyclewill be ensured through the supervisor’ sreview of
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survey packet compl etion asdiscussed in our responseto Recommendation
No. 85.

d. The Divison isin the process of implementing a change in procedure for
aurveying new HCBS Persond Care/Homemaker providers. Prior to
admisson of clients, the surveyors will perform an off-site paper review of
the provider for the purpose of initid certification and will performan on-gte
review of the provider once they have admitted clients. Due to having
different program requirements, the HCBS Adult Day Care initid
certification process will continue to include an on-gte vist. A follow-up
on-sitesurvey for Adult Day Care providerswill also be conducted oncethe
provider admits clients. We anticipate the changes to be implemented no
later than October 31, 2001.

Adequate Documentation Supporting
Deficiency Deletions s Not Maintained

Under the Divison's processes, deficiencies may be changed or deleted through aqudity
assurance or informa review. Quality assurance reviews of deficiency listsare performed
by program management to ensurethat sufficient evidence existsto support thedeficiencies
and that appropriate deficiencies were cited. Informa review is a process available to
providers if they dispute a deficiency citing. A committee reviews evidence about the
deficiency and makes a recommendation to Divison management regarding whether
enough evidence exists to support the deficiency or if the deficiency should be deleted.
Hed thFacilities Division management hasthefind approva before adeficiency isdd eted.
This processis federaly required for nuraing facilities but not for home health providers.
However, in an effort to standardize procedures, the Division makesthis processavailable
to dl providersthat it surveys.

We found that adequate documentation was not maintained to support changes or
deletionsto deficiency ligts for two home hedlth providers.

» Afederal survey formincluded four deficienciesthat werenot included on
the provider’sfinal deficiency list or reported to HCFA. Hedth Facilities
Divisongaff could not explain why these deficiencieswerenot included inthefina
provider survey records. As a result, the provider did not respond to the
deficiencies with a plan of correction. The deficiencies were for standards on
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adminigrator functions, registered nurse supervison of services provided,
personnel contract eements, and licensed practical nurse services.

* A deficiency, originally upheld by the Informal Review Committee, was
later deleted. The Hedth Facilities Divison provided us with documentation
indicating that the informd review committee origindly agreed with the deficiency
cited and that it should not be deleted. However, according to Health Facilities
Divison staff, a second review was conducted by Divison management that
resulted in the deletion of the same deficiency. Thisdeficiency wasfor astandard
related to the existence and appropriateness of personnel polices and current
licensure and qudifications of provider saff. The Divison was unableto provide
us with documentation that described why management fdt the deficiency should
be deleted after the Informa Review Committee supported the deficiency.

Deficiency citing is essentiad to correcting quality of care issues. Without adequate
documentationfor deleting deficiencies, therisk isincreased that ingppropriate changesare
made. Our concern with changesto deficiency ligsis heightened due to staff turnover and
because Hedth Facilities Divison daff indicate that previous management would
sometimes delete deficiencies without recommendation from the informa review
committee. These practices could put the State a risk for being in violation of federa
requirements to report home health deficiencies properly. Therefore, the Divison needs
to ensure that adequate documentation is maintained when any changesto deficiency lists
are made.

Recommendation No. 87:

The Hedth Facilities Divison should ensure that adequate documentation is maintained
when changes are made to providers deficiency lists. This documentation should include
who is making the decison and the basis for making changes.

Health Facilities Divison Response:

Agree. The Hedth Facilities Divison is developing a policy for retention of
documentationrelated to changesin deficiency liststo ensure such documentation
is consstently maintained. This policy should befindized no later than December
31, 2001.
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Clarify Whether Scope and Severity
Coding IsAppropriate for Home Health
Deficiencies

Currently al deficiencies noted by home health surveyors are coded as to scope and
severity. Scope and severity codes are assigned to deficiencies based on two factors: the
potentia for harm (ranging from potentia for minimal harm to actud or potentid for degth
or serious injury) and the prevaence of the deficiency (ranging from isolated to
widespread). For example, the®A” level scopeand severity code meansthat the deficient
practice had potentia for minima harm and wasisolated in occurrence. Incontrast, an“L”
level code means that the deficiency caused or had potentia to cause degth or serious
injury and waswidespread in occurrence. Thiscodingisfederdly-requiredfor deficiencies
cited againg nursing facilities, and in order to Sandardize policies and procedures, the
Divisonimplemented the use of scope and severity coding for dl providersthat it surveys.
However, federa home hedlth rules do not dictate the use of scope and severity, and on
the bass of discussions with HCFA g&ff, this coding should not be used for home hedth
deficiencies.

The Divison's use of scope and severity is a problem because providers with an “A”
scope and severity level deficiency are not required to respond to the deficiency with a
plan of correction and the deficiency is not reported to HCFA. We found that Divison
surveyors cited “A” leve deficiencies 31 times in 131 providers most recent surveys.
These deficiencies related to inadequate supervision of aides, drug regimen review, and
clinicd record content. None of these deficient practices were addressed by a plan of
correction or reported to HCFA.

Recommendation No. 88:
The Hedth Facilities Divison should work with the federd Hedth Care Financing
Adminigrationto clarify whether scope and severity coding isappropriate for home health
deficiencies.

Health Facilities Division Response:

Agree. Asthe auditors mention, HCFA does not require and does not appear to
agree with the use of scope and severity coding for home hedth deficiencies.
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Therefore, beginning in May 2001, the Hedth Facilities Divison discontinued
reporting scope and severity related to home hedlth deficiencies. This change
eliminated the designation of an “A” levd deficiency, thus requiring home hedlth
agenciesto provide the Divison with aplan of correction for dl deficiencies cited.
We will follow up with HCFA to ensure that this course of action will meet their
needs no later than October 31, 2001.
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Office of the State Treasurer

| ntroduction

The Office of the State Treasurer is established by the State Congtitution. The Treasurer
isan elected official who servesafour-year term. Pleaserefer to page 119inthe Financid
Statement Findings section for additiona background information.

Cash Management | mprovement Act

The Cash Management Improvement Act (CMIA) regulatesthetransfer of funds between
federa and State agenciesfor federal grants. The CMIA regulations require the State to
match the time between incurring expenditures of federal funds and requesting and
receiving reimbursement. States are required to enter into a Treasury- State Agreement
(Agreement) withthe U. S. Treasury. This Agreement specifies the procedures that the
State will follow to carry out transfers of funds.

The State has just completed the second year of the current Agreement. The Agreement
lasts five years (until Fisca Year 2004) and may be modified by ether party. In Fiscd
Year 2001 there were 30 federal programs covered by CMIA at the Departments of
Education, Hedth Care Policy and Financing, Human Services, Labor and Employmernt,
Locd Affars, Public Hedth and Environment, and Transportation. These programs had
expenditures of more than $2 billion in Fisca Y ear 2001.

Eachyear an annud report must be submitted to the Financia Management Service (FMS)
of the U. S. Treasury by December 31. This report details any interest liability that is
owed by the State or federal government.

Maintain Documentation to Support
Direct Cost Claim

The State is dlowed to submit a direct cost clam to the federd Financid Management
Service (FMYS) to recover its direct costs for time spent by Treasurer's Office personnel
coordinating the State's CMIA efforts. The amount of this claim is netted against any
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interest liability owed by the State to the federa government. Federa cost principles
require that a direct cost claim be adequately documented and available.

During our audit we found that the Treasurer's Office is not maintaining documentation to
support the State's direct cost claim of $13,316. Theingtructions provided by the FMS
for completing the claim require adherence to the cost principles of federd OMB Circular
A-87. These principles require that records should be kept to support costs charged to
the federd government.

Without adequate supporting documentation, the State's direct cost claim is not auditable
and isnot in compliance with OMB Circular A-87. If the clam isnot properly supported
by adequate documentation, it may be disdlowed by the FMS. If theclamisdisalowed,
the State would not be able to net the amount againgt any interest liability owed to the
federa government and would have to pay the full amount. Therefore, the Treasurer's
Office should keep records of the time spent implementing CMIA in order to support the
State's direct cost claim.

Recommendation No. 89:

The Treasurer's Office should comply with CMIA regulations by maintaining proper
documentation to support the State's direct cost claim.

Treasurer's Office Response:

Agree. Treasury will ensure that proper documentation is maintained to support
the State's direct cost clam.
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Department of Transportation

| ntroduction

The Colorado Department of Transportation is responsible for programs that impact all
modes of transportation. Thefollowing commentswere prepared by the public accounting
firm of Arthur Andersen LLP, who performed audit work at the Department of
Transportation. Please refer to page 127 in the Financid Statement Findings section for
additiona background information.

Perform Federally Required Employee
Interviewson a Timely Basis

Depatment of Trangportation Form #280 is both an Equa Employment Opportunity
(EEO) and labor complianceform. Thefederal Davis-Bacon Act requiresthat dl laborers
and mechanicsempl oyed by contractorsand subcontractorsthat work on federaly funded
congtruction contracts in excess of $2,000 must be paid prevailing wage rates as
established for the locality of the project. Theformisused when interviewing employees
of prime contractors and subcontractors in order to verify employees are aware of the
EEO requirements and are receiving the correct wages for the classfication in which they
are working.

Contractor and subcontractor employee payroll interviews and the Form #280 are not
being completed in a timedy manner. We peformed 10 separate dSte vidts and
encountered issues with delayed completion of Form #280 to various extents at 6 of these
gtes. Lack of resources in the field has resulted in delays in the completion of these
interviews. Falureto perform timely Form #280 interviews may result in the Department
not being in compliance with Office of Management and Budget (OMB) Circular A-133,
asrequired for dl nonfederal entities receiving federal awards.

Thisis aproblem that wasfirst addressed in our Fisca Y ear 1999 audit. The Department
trained project engineersin the purpose and requirements of the Form #280 and required
itsregiona Equal Employment Opportunity (EEO) representatives to take an active role
in monitoring the quantity, qudity, and timeliness of forms completion. The Department
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should take further action and implement monthly monitoring procedures to ensure that it
isin compliance with these federal requirements. (CFDA No. 20.205)

Recommendation No. 90:

The Department of Trangportation should implement procedures that require field
engineers to provide written communication to region supervisors of the number of
interviews performed, as well as anticipated future interviews.

Department of Transportation Response:

Agree. The Department is currently reviewing the payroll certification processto
better definethe number of interviewsrequired and to establish areporting system.
Implement June 30, 2002.

| mplement Monitoring Proceduresfor
Contractor Payments

We performed testing of payment procedures of 37 different pay items at 10 Sites. We
noted three errors rel ated to contractor payment process and entry of information into the
pay sysem. Two of the errors resulted in underpayments to certain contractors of about
$500. The third error was detected prior to payment; however, if the transaction would
have been processed, it would have resulted in an overpayment of about $12,500. These
errors primarily resulted from human error in the caculaion of amounts due and the
subsequent entry of such amountsinto the pay system. The Department’ sguidelinesrequire
that paymentsto construction contractors be based oninvoicesand that al caculaionsbe
reviewed and authorized by field engineers. All payments should be adequately reviewed
to prevent errorsin amounts paid. Feld staff needsto prioritize monitoring and review of
entries to the pay system and payments to contractors.

Errorsin payments made on construction contracts may result in over- or under-payment
to contractors. In addition, sgnificant errors could result in the Department being in
violation of federa compliance requirements. Independent review of invoices and
cdculaions on which payments are made would detect any potentid misstatements
resulting from errors in the calculaion and entry of amounts due to contractors. (CFDA
No. 20.205)
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Recommendation No. 91:

The Department of Trangportation should design, document, and implement procedures
providing for the forma monitoring and review of entriesto the pay system and payments
made to contractors on amonthly bass.

Department of Transportation Response:

Agree. Payment procedures are established to ensure timely and accurate
payment of contractors. Fed staff will be instructed to follow these procedures
in processing contractor invoices. Implement December 31, 2001.
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Summary of Auditor's Results

Financial Statements

Type of auditor's report issued: Quadlified
Interna control over financia reporting:

» Materid wesknessesidentified? yes X no

* Reportable conditions identified that are
not consdered to be material
weaknesses? X __yes none reported

Noncompliance materid to financid statements
noted? yes X no

Federal Awards

Internal control over magor programs:.

» Materid wesknessesidentified? yes X no

* Reportable conditions identified thet are
not considered to be material
weaknesses X __yes none reported

Type of auditor's report issued on compliance for mgor programs. Unqudified

Any audit findings disclosed that are required to
be reported in accordance with section 510(a) of
Circular A-133? X yes no
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I dentification of mgor programs.
CFDA Number

14.871

15.226

20.205

84.010

84.048

84.126

84.340
93.558
93.575

93.596

93.767

93.917

10.551, .561

10.555, .558, .559, .553
17.258

17.259

17.260

93.775, .777, .778
Various

Various

Name of Federal Program or Cluster
Section 8 Housing Choice Vouchers
Payment in Lieu of Taxes (PILT)

Highway Planning and Construction

Title 1 Grantsto Loca Educational Agencies
Vocational Education: Basic Grants to States

Rehahilitation Services. Vocationa Rehabilitation Grants to
States

Class Size Reduction
Temporary Assistance for Needy Families (TANF)
Child Care and Development Block Grant

Child Care and Mandatory Matching Funds of the Child Care
and Development Fund

State Children's Insurance Program (CHIP)

HIV Care Formula Grant

Food Stamp Cluster

Child Nutrition Cluster

Workforce Investment Act (WIA) Adult Program
Workforce Investment Act (WIA) Y outh Activities
Workforce Investment Act (WIA) Dislocated Workers
Medicaid Cluster

Research and Development Cluster

Student Financia Aid Cluster
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Doallar threshold used to digtinguish
between type A and B programs: $9.7 million

Auditee qudified as low-risk auditee? X yes no




Disposition of Prior Year Audit Recommendations

Thefollowing audit recommendations are summarized from the Statewide Audit for Fiscal Y ears 1996 through 2000 and include only the recommendations
not implemented in those fiscd years. The Statewide Audit includes both financid audit and single audit recommendations.

Report and
Rec. No.

2000 Single Audit
Rec. No. 1

2000 Single Audit
Rec. No. 2

2000 Single Audit
Rec. No. 3

2000 Single Audit
Rec. No. 4

Ensure dl employeesreceive atimely annua performance evauation.

Verify that withholding documentation is accurate and complete.

Record aliahility for incurred but not reported claims using an acceptable and
condgtent mathematical mode, and obtain an understanding of the recent

Recommendation

Department of Agriculture

Department of Corrections

increases in health care codts.

Monitor the recording of expenditures at year-end to ensure they are recorded

in the proper period.

Department of Education

-281-

Disposition

Implemented.

Not implemented. See current year
Recommendation No. 1.

Implemented.

Implemented.



Report and
Rec. No.

2000 Single Audit
Rec. No. 5

2000 Single Audit
Rec. No. 34

2000 Single Audit
Rec. No. 35

2000 Single Audit
Rec. No. 36

2000 Single Audit
Rec. No. 37

2000 Single Audit
Rec. No. 38

2000 Single Audit
Rec. No. 39

Recommendation

Department of Health Care Policy and Financing

Complete cost alocation plans for Fisca Years 2000 and 2001, and
periodically alocate indirect costs betweenMedicaid and the Children’ sBasic
Hedth Program.

Ensure payments are made only for alowable costs under the Medicaid
program.

Ensure adequate controlsarein place over automated systemsfor theMedicaid
program.

Work with the Department of Human Servicesto ensuredl Single Entry Points
are maintaining adequate files for Medicaid-eigible beneficiaries, and ensure
cdamsare not paid for indigible individuds.

Ensure that expenditures are made only to eligible providers, and require
documentationof acurrent provider agreement and applicable provider licenses
and regigtrations.

Ensure al necessary information is maintained and requirements met regarding
complaints under the Medicaid Managed Care Program and the Program of
All-Indlusive Care for the Elderly.

Improve documentation of fraud and program integrity cases.

-282-

Disposition

Implemented.

Patidly implemented. See current
year Recommendation No. 38.

Partiadly implemented. See current
year Recommendation No. 39.

Patidly implemented. See current
year Recommendation No. 40.

Partidly implemented. See current
year Recommendation No. 41.

Implemented.

Partially implemented. See current
year Recommendation No. 42.



Report and
Rec. No.

2000 Single Audit
Rec. No. 40

1999 Single Audit
Rec. No. 6

1999 Single Audit
Rec. No. 24

1999 Single Audit
Rec. No. 29

Recommendation

Review regulations for determining the type of cost audits to be performed at
long-term care facilities, evauate the risk assessment methodology, assess the
appropriateness of thresholds, and propose changes in regulations.

Recognize and work to meet federd limits for non-benefit activity costs under
the Children's Hedlth Insurance Program.

Improve controls over provider digibility.

Ensure that dl nursing facilities receive in-depth reviews of billing practicesand
personal needs funds on a systematic basis.

-283-

Disposition
Implemented.

Deferred.  We will continue our
follow-up in Fisca Y ear 2002.

Deferred. We will continue our
follow-up in Fisca Y ear 2002.

Patidly implemented. The Generd
Assembly approved  contingency-
based contracting. The Departmentis
dill developing contractua language
for this process, and contracts are
anticipated to be completed in
February 2002. Wewill continue our
follow-up in Fisca Y ear 2002.



Report and

Rec. No. Recommendation Disposition
1999 Single Audit Undertake a comprehensive review of high-risk programs that result in  Partiadly implemented. The Fraud and
Rec. No. 30 inappropriate payments, and modify policies and procedures to prevent Abuse Task Force has reviewed and
payment of ingppropriate clams. prioritized high-risk programs. The
Department implemented new policies
and proceduresrel ated to paymentsof

inappropriate clams in April 2001.
The Program Integrity Unit has
developed two contingency-based
Requests for Proposals (RFPs). The
fira RFP is for review of credit
balances, this contract has been
awarded and will be in place January
2002. The second RFP is for
postpayment reviews, this contract is
expected to be awarded and in place
by April 2002. We will continue our
follow-up in Fisca Y ear 2002.

1999 Single Audit Review and revise regulations, satutes, gpplication materiads, and provider Patidly implemented. See current
Rec. No. 31 agreements to reduce fraud and abuse. year Recommendations No. 38 and
No. 41.

1999 Single Audit Work with the Medicaid Fraud Control Unit to propose legidation that Implemented.
Rec. No. 32 establishes anti-kickback and civil fase clams statutes, and anti-unbundling
regulations.

1999 Single Audit Ensure that case files for the Children's Hedlth Insurance Program clearly  Implemented.
Rec. No. 35 document the digibility status for each child.

-284-
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Rec. No.

1997 Single Audit
Rec. No. 2

2000 Single Audit
Rec. No. 41

2000 Single Audit
Rec. No. 42

2000 Single Audit
Rec. No. 43

2000 Single Audit
Rec. No. 44

2000 Single Audit
Rec. No. 45

Recommendation

Improve management of accounts receivable by ensuring reconciliations are
complete and performed in a timely manner and by further automating the
reconciliation process.

Children's Basic Health Plan
The Children’s Basic Hedlth Plan Policy Board and the Department of Hedlth
Care Policy and Financing should identify options for reducing administrative

layersand cogtsfor the Children's Basic Hedlth Plan and submit recommended
changesto the Generd Assembly as needed.

The Children’ s Basic Hedlth Plan Policy Board should revisethe digibility rule.

Ensureenforcement of state and federa requirementsto provide documentation
of dien registration numbers.

Ensure capitation payments for the Children's Basic Hedth Plan are accurate.

Work with the Department of Human Services to identify on a monthly basis
ingancesin which children are smultaneoudy enrolled in the Children's Basic
Hedth Plan and in the Medicaid program.

-285-

Disposition
Patidly implemented. See current
year Recommendation No. 3.

Partially implemented. The
Depatment is not proposng any
changesat thistime. It anticipatesthat
adminidrative cogs per child will
decrease as the enrollment increases.
We will continue our follow-up in
Fisca Year 2002.

Implemented.

Implemented.

Implemented.

Implemented.



Report and
Rec. No.

2000 Single Audit
Rec. No. 46

2000 Single Audit
Rec. No. 47

2000 Single Audit
Rec. No. 48

2000 Single Audit
Rec. No. 49

2000 Single Audit
Rec. No. 50

2000 Single Audit
Rec. No. 6

Recommendation

Ensure there are adequate controls over premium adminigiration.

Ensure that the new information system premium adminigtration is adequate to
meset program requirements and addresses problems with the present system.

Develop and implement a mechanism to ensure the adminigtrative contractor
complies with federa requirements.

Ensure applications referred between the Children’s Basic Hedlth Plan and
Medicaid program are processed timely.

Ensure cons stent and accurate eligibility dataarereflected onlineat Anthemand
Child Hedlth Advocates.

Department of Higher Education
University of Colorado - Colorado Springs

Strengthen processes over fixed assets.
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Disposition
Implemented.

Implemented.

Implemented.

Implemented.

Not implemented. Electronic digibility
exchange between Anthem and Child
Hedlth Advocateswill be completeon
November 1, 2001. Wewill continue
our follow-up in Fisca Y ear 2002.

Patidly implemented. The UCCS
began efforts to better track fixed
assets. We will continue our follow-
up in Fisca Year 2002.



Report and
Rec. No.

2000 Single Audit
Rec. No. 51

2000 Single Audit
Rec. No. 52

2000 Single Audit
Rec. No. 53

2000 Single Audit
Rec. No. 7

2000 Single Audit
Rec. No. 8

Recommendation

University of Colorado - Boulder

Strengthen processesto ensure dlowable costs are charged to grants within the

Center for Spoken Language Research.

Ensure proper authorizationis obtained prior to disposition of federdly funded

equipment.

University of Southern Colorado

Should (a) Ensure that al documentation required by the Department of
Education is included in the borrower’s federa Perkins loan file, and (b)
perform a detailed review of the federal Perkins Loan Program database

(Greentree).

Metropolitan State College of Denver

Improve procedures over monitoring grant expenditures.

Western State College

Implement a procedure whereby the amount disbursed for federal and
Colorado work-gtudy in the payroll system is reconciled monthly with the

financid ad sysem.
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Disposition

Implemented.

Implemented.

Part a Partidly implemented. See
current year Recommendation No.
59.

Part b: Implemented.

Implemented.

Implemented.



Report and
Rec. No.

2000 Single Audit
Rec. No. 54

2000 Single Audit
Rec. No. 55

2000 Single Audit
Rec. No. 56

2000 Single Audit
Rec. No. 57

2000 Single Audit
Rec. No. 9

2000 Single Audit
Rec. No. 10

Recommendation

Colorado School of Mines

Improve subrecipient monitoring.

Egtablish and document a consgtent policy for determining satisfactory
academic progress.

Improve the documentation process for notification to lenders, and for
counsdling of studentswho arefirst-timeborrowersand students|eaving school .

Improve documentation of student aid files.

Colorado Historical Society

Require that (&) dl museums submit cash register tapes with revenue
remittances, (b) museums explain and void sales made in error, and (¢) cash
overages and underages be tracked.

Strengthen management controls over the processng of payment voucher
transactions to prevent duplicate payments to vendors, and review al 2000
expenses for duplicate payments.
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Disposition
Patidly implemented. See current
year Recommendation No. 62.

Implemented.

Partidly implemented. See current
year Recommendation No. 63.

Implemented.

Part a Not implemented. Seecurrent
year Recommendation No. 10.

Parts b and c: Implemented.

Implemented.



Report and
Rec. No. Recommendation Disposition

Colorado Student Loan Division

1999 Single Audit Work withthe State Treasurer's Officeto resolve problemswith theoutstanding  Implemented.
Rec. No. 36 check reports.

1999 Single Audit Continue to exercise due diligence to obtain information from the lenders on  Partidly implemented.  The Divison

Rec. No. 37 loans closed by the lender. took deps to identify and resolve
loans whereno reporting hasoccurred
by assgning ther Compliance,
Traning, and Investigation Divison to
focus on unreported loans while
performing lender audits in Fisca
Year 2001. However, we found that
there are dill differences between the
lender'srecords and CSLP'srecords.
Full implementation is planned for
Fiscal Year 2002. We will continue
our follow-up in Fisca Y ear 2002.

Department of Human Services

2000 Single Audit Revise the Purchasing Card Manual, and conduct routine staff training on the  Implemented.
Rec. No. 11 proper use of purchasing cards.

2000 Single Audit Improve the audit process for the purchasing card program by (@) performing Partsaand b: Implemented.
Rec. No. 12 monthly reviews of transactions or cardholders, (b) documenting audit
procedures, and (c) enforcing disciplinary action when necessary. Part c. Deferred. We will continue
our follow-up in Fiscal Year 2002.
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Report and
Rec. No.

2000 Single Audit
Rec. No. 13

2000 Single Audit
Rec. No. 14

2000 Single Audit
Rec. No. 15

2000 Single Audit
Rec. No. 16

2000 Single Audit
Rec. No. 58

2000 Single Audit
Rec. No. 59

2000 Single Audit
Rec. No. 60

1998 Financid Audit

Rec. No. 12

Recommendation

Ensure payroll expenditures are accurate.

Require documentation of supervisory approva on al time sheets for those
employees digible for overtime and shift pay.

Ensure that the Disability Determination Services Divison makes payments to
vendorsin atimely manner.

Eliminate duplicate payment and service provison systems for mental health
sarvices a the Regiona Centers.

Enforce state and federa requirements for the Food Stamp program.

Update the Electronic Benefits Transfer policies to specify a time frame for
cards returned due to damage or mafunction.

Perform reviews of annua independent audit reports for al subrecipients as
required under the federd Single Audit Act, and follow up on problems
identified, as necessary.

Improve controls over fixed assets by improving oversight and communication.
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Disposition
Deferred. We will continue our
follow-up in Fisca Y ear 2002.

Defered.  We will continue our
follow-up in Fisca Year 2002.

Implemented.

Deferred. The Department indicates
it has implemented the
recommendation. We will continue
our follow-up in Fisca Year 2002.

Implemented.

Implemented.

Implemented.

Partially implemented. See current
year Recommendation No. 12.



Report and
Rec. No.

1998 Single Audit
Rec. No. 14

1997 Single Audit
Rec. No. 9

2000 Single Audit
Rec. No. 61

2000 Single Audit
Rec. No. 62

2000 Single Audit

Rec. No. 17

1998 Financia Audit
Rec. No. 18

Recommendation
Improve the fiscd management system for federd programs.

The Divison of Vocational Rehabilitation should (8) examine the types of
services it purchases and develop a process for competitively bidding those
sarvices and (b) work with the Divison of Purchasing to ensure thet its new
procedures comply in al respects with purchasing requirements.

Division of Child Support Enfor cement

Ensure appropriate actions are taken on child support cases.
Continue to work with the counties that are not in compliance with state child

support regulations, and impose sanctions on those countiesthat have ongoing
problems with compliance and that do not make good faith effortsto improve.

Judicial Department

Establish and digtribute to supervisory personnel awritten policy that includes
detailed descriptions for the trestment of contract employees and clarification
between contractua employee arrangements and salaried employee positions.

Consolidate bank accounts and deposit with the State Treasury's pooled
account to the greatest extent legdly possible.
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Disposition
Partidly implemented. See current
year Recommendation No. 66.

Patidly implemented.  Concerns
remain regarding amounts paid to one
provider. We will continue our
follow-up in Fisca Y ear 2002.

Deferred. We will continue our
follow-up in Fiscal Year 2002.

Deferred.  We will continue our
follow-up in Fisca Y ear 2002.

Implemented.

Implemented.



Report and
Rec. No.

2000 Single Audit

Rec. No. 18

2000 Single Audit
Rec. No. 19

1999 Single Audit
Rec. No. 12

2000 Single Audit
Rec. No. 20

2000 Single Audit
Rec. No. 21

Recommendation

Office of the Public Defender
Separate the function of preparing the cash receipts log and recording the
receipt on the State's accounting system, and designate a third person to

account for al cash receipt numbers and review the amount recorded on the
State's accounting system.

Attorney Regulation Agencies Accounting Office

Segregatethedutiesof handling cash, preparing the deposit, and maintaining the
generd ledger.

Department of Labor and Employment

Performan annua reconciliation of federd revenuefrom the Department'sgrant
accounting system to the State's accounting system.

Department of Law

Implement review procedures for the Uniform Commercid Credit Code fee
payments, and refund any excess to the lenders.

Department of Military Affairs

Ensure that controls over accounting functions are operational so that al
transactions are recorded properly at fiscal year-end.
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Disposition

Implemented.

Implemented.

Not implemented. See current year
Recommendation No. 14.

Implemented.

Not implemented. See current year
Recommendation No. 15.



Report and
Rec. No.

1996 Financid Audit
Rec. No. 16

2000 Single Audit

Rec. No. 22

2000 Single Audit
Rec. No. 23

Recommendation

Department of Natural Resour ces

Strengthen management controls over the processng and review of payment
voucher transactions to prevent vendor payment errors.

Division of Wildlife

Improve controls over license inventory by (a) reducing excess license
inventories and (b) tracking voided licenses separately.

Oil and Gas Conservation Commission

Ensure that dl deposts are in compliance with statutory and other legdl
requirements that require deposits be held in public depositories.
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Disposition

Not implemented. See current year
Recommendation No. 18.

Deferred. The Divison hasissued an
RFP to implement an online Point of
Sde licenang sysem and plans to
have the system in operation by Fiscal
Year 2003. We will continue our
follow-up in Fiscal Year 2002.

Not implemented. See current year
Recommendation No. 17.



Report and
Rec. No. Recommendation Disposition

Division of Minerals and Geology

2000 Single Audit Ensure that al deposts are in compliance with statutory and other legd Deferred. The Divison has

Rec. No. 24 requirements that require deposits be held in public depositories. transferred the maority of its
certificates of depogit to digible public
depositories. However, the Divison
reports that there is one certificate of
deposit that ill needs to be
transferred.  We will continue our
follow-up in Fisca Y ear 2002.

1999 Single Audit Identify discrepancies between the State Treasury's records for mined land  Implemented.
Rec. No. 13 reclamation cash deposits and the State's accounting records.

Department of Personnel and Administration

1999 SngleAudit  Classify revenue properly for TABOR purposes. Implemented.
Rec. No. 17

Department of Public Health and Environment

1999 SingleAudit  Assemble ateamwith appropriate representativesto definethe proceduresfor  Partialy implemented.  Procedures
Rec. No. 20 documenting application events, vendor responses, and communicating heve been defined, but the review has

information.  The team should follow up and report on findings of the Post Mot yet been completed.  We will
Implementation Review. continue our follow-up in Fiscal Year

2002.
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Report and
Rec. No.

1997 Financid Audit
Rec. No. 23

2000 Single Audit
Rec. No. 63

2000 Single Audit
Rec. No. 64

2000 Single Audit
Rec. No. 25

2000 Single Audit
Rec. No. 26

Recommendation

Develop a comprehensive disaster recovery plan.

Health Facilities Division

Increase focus on qudity of care and deficiency citing through training,

supervision, and teambuilding.

Improve its oversght of employee conflicts of interest by requiring saff to
complete and update their conflict-of-interest Satements.

Department of Public Safety

Strengthen controls over the approva of credit card expenditures.

Colorado State Patrol

Require its locd offices to verify gpprovas of credit card transactions before

input into the State's accounting system.
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Disposition
Implemented.

Partially  implemented. The
Depatment has taken follow-up
action. We will continue our follow-
up in Fisca Year 2002.

Partially implemented. The
Depatment has taken follow-up
action. We will continue our follow-
up in Fisca Year 2002.

Implemented.

Implemented.



Report and
Rec. No.

2000 Single Audit
Rec. No. 27

2000 Single Audit
Rec. No. 28

2000 Single Audit
Rec. No. 65

2000 Single Audit
Rec. No. 66

Recommendation
Division of Criminal Justice
Develop procedures for tracking time worked so that salary chargesto federd

programs are adequately supported, and prorate exception time among federal
programs in the same proportion as regular sdaries.

Develop a schedule so that audits of community corrections vendors are
completed at least every three years.

Ensure compliance with the Cash Management Improvement Act by making
draws in accordance with the Agreement and including indirect costs
proportionately in each drawdown.

Devedop a schedule to satisfy the objectives stated in the Strategic Plan aswell
asintheinternd policies
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Disposition

Partidly implemented. TheDivison of
Crimind Justice prorated exception
time among federal programs. The
Divison is implementing a payrall
systemin April 2002 to better track its
employees actua time worked on
federa programs. We will continue
our follow-up in Fisca Y ear 2002.

Deferred. The Divison of Crimina
Jusice developed a two-year
schedule.  Audits will be current by
December 31, 2001. We will
continue our follow-up in Fiscal Year
2002.

Deferred. The Byrne Formula Grant
was not subject to the Cash
Management Improvement Act in
Fiscd Year 2001. We will continue
our follow-up in Fisca Y ear 2002.

Implemented.



Report and
Rec. No.

2000 Single Audit
Rec. No. 67

2000 Single Audit
Rec. No. 29

2000 Single Audit
Rec. No. 30

2000 Single Audit
Rec. No. 31

2000 Single Audit
Rec. No. 32

Recommendation

Develop procedures to improve the accuracy of the federal Financid Status
Reports.

Department of Revenue

Evauae the policies and procedures related to estimated tax payments and
streamline the process.

Ensure that earned income credits are accurate by (a) testing edits and (b)
processing only complete returns or evauating methods of ensuring that
accurate credits are claimed should the taxpayer fail to submit the required
schedule.

Deveopwritten policiesand proceduresfor processing and reviewing estatetax
ingalment payments.

The Department of Revenue's Tax Conferee Section should improve its
tabulation process for recording revenue, payables, and receivables in the
State’'s accounting system by (a) requiring that schedules prepared for
determining receivable and payable tax accruals be reviewed by a supervisor
and (b) linking detailed spreadsheets to minimize the risk of carrying over
inaccurate amounts from the detailed schedule,
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Disposition
Implemented.

Implemented.

Part a Implemented.

Part b: Not implemented. See
current year Recommendation
No. 32.

Implemented.

Part a Patidly implemented. While
the schedules are now subject to
Supervisory review, we continue to
find errors.  We will continue our
follow-up in Fisca Y ear 2002.

Part b: Implemented.



Report and
Rec. No.

2000 Single Audit
Rec. No. 33

1999 Single Audit
Rec. No. 21

2000 Single Audit
Rec. No. 68

2000 Single Audit
Rec. No. 69

Recommendation

Improve its exiging wage withholding accrua methodology o thet it is
congstently accruing taxes through June 30.

Department of State

Strengthen the controls over financiad transactions by performing and
documenting timely reconciliations for property and equipment.

Office of the State Treasurer

Ensurethat the Stateisin compliance with the Cash Management Improvement
Act and that transfers of fundsare madein atimely manner between federd and
state agencies.

Review the current U. S. Treasury - State Agreement to ensure that only
programs subject to the Cash Management Improvement Act are included in
the Agreement.
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Disposition
Deferred. There is no current year
impact. The recommendation will be

evaduated in light of GASB Statement
No. 34 in Fiscal Year 2002.

Deferred. The Department attempted
to reconcile its fixed assets in Fiscal
Year 2001; however, it incorrectly
recorded additions to fixed assets of
about $103,000. We will continue
our follow-up in Fisca Year 2002.

Implemented.

Implemented.



Report and
Rec. No.

1999 Single Audit
Rec. No. 22

1998 Single Audit
Rec. No. 18

Recommendation

Department of Transportation

Trandfer custody of the credit card reconciliation program to the Information
Technology Divison and maintain it in accordance with the Depatment’s
procedures.

Train project engineersin the purpose and requirements of the Form #280 and
require its regiona Equa Employment Opportunity (EEO) representatives to
take an active role in monitoring the quantity, qudity, and timeliness of forms
completion.

-299-

Disposition

Partidly implemented. Programming
efforts for this activity are in process.
These efforts have been segregated
into phases. Phasel iscurrently being
tested and Phase |1 is scheduled for
completion by June 30, 2002. We
will continue our follow-up in Fisca
Y ear 2002.

Implemented.



JOANNE HILL, CPA

STATE OF COLORADO Acting State Auditor
|
OFFICE OF THE STATE AUDITOR Legislative Services Building
(303) 866-2051 200 East 14th Avenue

FAX(303)866-2060 Denver, Colorado 80203-2211

October 25, 2001
Independent Auditor’s Report
Members of the Legidative Audit Committee:

We have audited the generd purpose financid statements of the State of Colorado, as of and for the
year ended June 30, 2001. These genera purposefinancid statements are the responsbility of the State of
Colorado's management. Our respongibility is to express an opinion on these genera purpose financia
statements based on our audit.

Except as discussed in the following paragraph, we conducted our audit in accordance with generaly
accepted auditing standards and Gover nment Auditing Standards, issued by the Comptroller Generd of
the United States. Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the genera purposefinancid satementsarefree of materid misstatement. Anaudit
includes examining, on atest basis, evidence supporting the amounts and disclosuresin the generd purpose
finandd statements. An audit o includes assessing the accounting principles used and Sgnificant estimates
made by management, aswdll aseva uating the overdl generd purposefinancia statement presentetion. We
believe that our audit provides a reasonable basis for our opinion.

We were not ableto obtain certain year-end accounting records supporting thefinanciad activitiesof the
Scholars Choice Fund and were not able to satisfy ourselves as to those financid activities through other
auditing procedures. 'Y ear-end accounting records of the Scholars Choice Fund must be reconstructed due
to losses suffered in the September 11, 2001 events. Financia activities of the Scholars Choice Fund
represent two percent and nine percent of the assets and revenue, respectively, of the State's Fiduciary
Funds.

In our opinion, except for the effects of such adjustment, if any, as might have been determined to be
necessary had we been ableto obtain year-end accounting records of the Scholars Choice Fund, the general
purpose financiad satementsreferred to above present fairly, in dl materia respects, the financid position of
the State of Colorado, as of June 30, 2001, and the results of its operations and cash flows of its proprietary
fund types and nonexpendable trust funds for the year then ended in conformity with accounting principles
generdly accepted in the United States of America.

In accordance with Government Auditing Standar ds, we have issued our report dated October 25,
2001, on our consderation of the State of Colorado'sinternal control over financia reporting and our test
of its compliance with certain provisions of laws, regulations, contracts, and grants.

Our audit was performed for the purpose of forming an opinion on the general purpose financia
satements taken asawhole. The accompanying schedule of expenditures of federal awards is presented
for purposes of additional analysis as required by U.S. Office of Management and Budget Circular A-133,
Audits of Sates, Local Governments, and Non-Profit Organizations, and is not arequired part of the
generd purpose financia statements of the State of Colorado. Such information has been subjected to the
auditing procedures applied in the audit of the generd purpose financid statements and, in our opinion, is
farly sated, in all material respects, in relation to the generd purposefinancia statements taken asawhole.
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» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED BALANCE SHEET
ALL FUND TYPES AND ACCOUNT GROUPS AT JUNE 30, 2001
AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS)
GOVERNMENTAL FUND TYPES

SPECIAL DEBT CAPITAL
GENERAL REVENUE SERVICE PROJECTS
ASSETS AND OTHER DEBITS:
Cash and Pooled Cash $ 614,383 $2,033,266 $ 3,555 $410,057
Taxes Receivable, net 886,493 76,006 - -
Other Receivables, net 65,060 19,235 17 3,658
Due From Other Governments 242,224 101,065 341 4,303
Due From Other Funds 49,610 21,123 - 3,427
Inventories 14,374 6,901 - -
Prepaids, Advances, and Deferred Charges 56,111 306 - 3,360
Investments 2,319 178,672 5,561 -
Property, Plant and Equipment, net - - - -
Other Long-Term Assets 7,669 179,392 - 187
Amount Available in Debt Service Fund - - - -
Amount To Be Provided For Retirement Of
Long-Term Obligations: From State Sources - - -
From Federal Revenues - - - -
TOTAL ASSETS AND OTHER DEBITS $1,938,243 $2,615,966 $ 9,474 $424,992
LIABILITIES:
Tax Refunds Payable $ 378,320 $ 315 $ - $ -
Accounts Payable and Accrued Liabilities 377,636 158,063 - 38,699
TABOR Refund Liability (See Note II-D) 927,201 - - -
Due To Other Governments 58,040 65,284 - -
Due To Other Funds 34,584 68,391 - 2,666
Deferred Revenue 92,580 38,947 - 29
Deposits Held In Custody For Others 8,720 39 - -
Other Current Liabilities 32,579 13,308 - -
Capital Lease Obligations - - - -
Notes and Bonds Payable - - - -
Accrued Compensated Absences - - - -
Other Long-Term Liabilities 105 9 - -
TOTAL LIABILITIES 1,909,765 344,356 - 41,394
FUND EQUITY AND OTHER CREDITS:
Investment in Fixed Assets - - - -
Contributed Capital - - - -
Retained Earnings - - - -
Fund Balance/Equity:
Reserved For:
Encumbrances 6,960 984,993 - 138,804
Long-Term Assets and Long-Term Receivables 7,669 179,579 - 187
Statutorily Specified Amounts (See Note I-M) 458,679 - - 5,578
Unreserved:
Designated for Unrealized Investment Gains 13,111 25,927 - 6,415
Designated Other - 1,081,111 9,474 229,436
Undesignated (457,941) - - 3,178
TOTAL FUND EQUITY AND OTHER CREDITS 28,478 2,271,610 9,474 383,598
TOTAL LIABILITIES, FUND EQUITY AND OTHER CREDITS . $1,938,243 $2,615,966 $ 9,474 $424,992

See accompanying notes to the financial statements.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

PROPRIETARY FIDUCIARY ACCOUNT GROUPS MEMORANDUM
FUND TYPES FUND TYPES ONLY
GENERAL GENERAL COLLEGE AND TOTAL
INTERNAL TRUST & FIXED LONG-TERM UNIVERSITY PRIMARY COMPONENT
ENTERPRISE ~ SERVICE AGENCY ASSETS DEBT FUNDS GOVERNMENT UNITS
$ 128,262  $26,480 $1,251,344 ¢ - % - $ 357,570 $ 4,824,917 $ 83,741
- - 142,999 - - - 1,105,498 6,566
690,771 314 37,149 - - 182,054 998,258 130,432
8,351 53 754 - - 46,931 404,022 32,712
1,207 111 69,547 - - 40,390 185,415 17,483
11,022 619 6 - - 24,070 56,992 6,876
920 387 70 - - 22,544 83,698 3,377
145,764 - 1,966,084 - - 500,811 2,799,211 505,017
33,518 53,841 13,118 1,935,907 - 3,547,332 5,583,716 484,979
4,288 - 18,249 - - 7,554 217,339 500,823
- - - - 9,474 - 9,474 -
- - - - 924,418 - 924,418 -
- - - - 490,047 - 490,047 -
$ 1,024,103  $81,805 $3,499,320  $ 1,935,907 $ 1,423,939 $ 4,729,256 $ 17,683,005 $1,772,006
$ - % - $ 568  $ - % - $ - $ 379,203 $ -
9,314 3,384 34,503 - - 150,090 771,689 65,679
- - - - - - 927,201 -
13,736 - 177,409 - - - 314,469 143,866
21,622 - 20,062 - - 38,090 185,415 17,484
3,299 10,778 7,880 - - 96,855 250,368 291
15 - 162,548 - - 26,707 198,029 -
16,690 12,883 16,141 - - 11,940 103,541 28,750
581 26,521 45 - 23,750 100,817 151,714 -
688,077 - - - 1,028,880 345,553 2,062,510 680,170
3,388 1,156 244 - 114,882 102,047 221,717 6,908
79,419 12 62,473 - 256,427 28,072 426,517 5,042
836,141 54,734 481,873 - 1,423,939 900,171 5,992,373 948,190
- - - 1,935,907 - 2,787,734 4,723,641 -
22,220 9,669 - - - - 31,889 144,918
164,432 16,944 - - - - 181,376 559,921
- - - - - - 1,130,757 -
- - 26,717 - - - 214,152 -
- - 238,457 - - - 702,714 -
1,310 458 43,400 - - 2,700 93,321 -
- - 2,682,378 - - 1,041,918 5,044,317 -
- - 26,495 - - (3,267) (431,535) 118,977
187,962 27,071 3,017,447 1,935,907 - 3,829,085 11,690,632 823,816
$ 1,024,103  $81,805 $3,499,320  $ 1,935,907 $ 1,423,939 $ 4,729,256 $ 17,683,005 $1,772,006




» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES,

AND CHANGES IN FUND BALANCES

ALL GOVERNMENTAL FUND TYPES AND EXPENDABLE TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2001

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS)
GOVERNMENTAL FUND TYPES

SPECIAL DEBT CAPITAL
GENERAL REVENUE SERVICE PROJECTS
REVENUES:
Taxes (See Note II-D) $5,386,411 $1,002,340 $ - $ -
Licenses, Permits, and Fines 174,989 330,505 - 1,466
Charges for Goods and Services 98,656 10,973 - 73
Investment Income 107,000 127,564 302 45,433
Federal Grants and Contracts 2,451,417 326,655 - 16,275
Other 165,614 54,285 1 3,435
TOTAL REVENUES 8,384,087 1,852,322 303 66,682
EXPENDITURES:
Current:
General Government 213,555 7,170 - -
Business, Community and Consumer Affairs 210,740 17,682 - -
Education 100,602 7,784 - -
Health and Rehabilitation 459,749 7,270 - -
Justice 789,742 55,661 - -
Natural Resources 64,553 72,653 - -
Social Assistance 2,367,340 - - -
Transportation 828 1,067,849 - -
Capital Outlay 23,676 29,441 - 131,664
Intergovernmental:
Cities 50,068 121,932 - 2,839
Counties 981,668 166,908 - 333
School Districts 2,388,524 379 - -
Special Districts 65,091 13,725 - 1,997
Federal 1,982 696 - 197
Other 37,163 4,985 - 985
Deferred Compensation Distributions - - - -
Debt Service 14,666 16 39,164 -
TOTAL EXPENDITURES 7,769,947 1,574,151 39,164 138,015
EXCESS OF REVENUES OVER (UNDER) EXPENDITURES 614,140 278,171 (38,861) (71,333)
OTHER FINANCING SOURCES (USES):
Operating Transfer-In 194,892 83,568 42,593 322,730
Operating Transfer-Out (1,022,927) (198,939) - (269,527)
Proceeds of Bond Issuance - 539,234 - -
Capital Lease Proceeds 1,102 44 - -
TOTAL OTHER FINANCING SOURCES (USES) (826,933) 423,907 42,593 53,203
EXCESS OF REVENUES AND OTHER SOURCES OVER
(UNDER) EXPENDITURES AND OTHER USES (212,793) 702,078 3,732 (18,130)
FUND BALANCE, FISCAL YEAR BEGINNING 257,151 1,569,532 5,742 401,728
Prior Period Adjustment (See Note III-L) (15,880) - - -
FUND BALANCE, FISCAL YEAR END $ 28,478 $2,271,610 $ 9,474 $383,598

See accompanying notes to the financial statements.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

FIDUCIARY MEMORANDUM ONLY

FUND TYPES TOTAL
EXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS

$ 185,982 $ 6,574,733 $ -

26,889 533,849 -

713 110,415 -

33,384 313,683 2,764

14,686 2,809,033 -

84,992 308,327 -

346,646 10,650,040 2,764

3,450 224,175 -

197,900 426,322 -

4,109 112,495 -

344 467,363 -

6,023 851,426 -

167 137,373 -

4 2,367,344 -

- 1,068,677 -

164 184,945 -

21,370 196,209 -

13,084 1,161,993 -

173 2,389,076 -

3,940 84,753 -

- 2,875 -

15,166 58,299 -

18,151 18,151 -

5 53,851 -

284,050 9,805,327 -

62,596 844,713 2,764

31,863 675,646 -

(70,629) (1,562,022) (2,663)

- 539,234 -

- 1,146 -

(38,766) (345,996) (2,663)

23,830 498,717 101

1,288,848 3,523,001 42,609

36,697 20,817 -

$ 1,349,375 $ 4,042,535 $ 42,710




» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES - BUDGETARY BASIS
BUDGET AND ACTUAL - GENERAL FUNDED

FOR THE YEAR ENDED JUNE 30, 2001

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
REVENUES AND TRANSFERS-IN:
Sales and Other Excise Taxes $1,809,053
Income Taxes 4,183,329
Other Taxes 231,263
Federal Grants and Contracts 14
Sales and Services 1,099
Interest Earnings 79,967
Other Revenues 38,136
Transfers-In 332,470
TOTAL REVENUES AND TRANSFERS-IN 6,675,331

EXPENDITURES AND TRANSFERS-OUT:
Operating Budgets:

Departmental:
Agriculture $ 10,087 $ 10,148 9,921 $ 227
Corrections 420,594 423,426 417,301 6,125
Education 2,150,369 2,146,527 2,143,468 3,059
Governor 19,977 19,989 19,754 235
Health Care Policy and Financing 995,389 1,022,266 1,028,689 (6,423)
Higher Education 747,445 747,964 746,963 1,001
Human Services 499,473 491,664 489,940 1,724
Judicial Branch 206,112 206,520 205,328 1,192
Law 9,601 9,479 8,997 482
Legislative Branch 28,978 29,595 27,355 2,240
Local Affairs 12,518 13,276 12,895 381
Military Affairs 4,091 4,026 4,090 (64)
Natural Resources 29,046 29,497 29,163 334
Personnel 15,375 15,733 14,930 803
Public Health and Environment 33,510 34,145 33,484 661
Public Safety 57,154 57,567 56,663 904
Regulatory Agencies 1,980 1,982 1,975 7
Revenue 177,456 181,319 175,111 6,208
Transportation 1 1 1 -
Treasury 31,077 31,144 31,141 3
Fiscal Year 1999-00 TABOR Refund (Notes II-A, II-D) 815,500 941,129 941,129 -
SUB-TOTAL OPERATING BUDGETS 6,265,733 6,417,397 6,398,298 19,099

(Continued)



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BALANCES - BUDGETARY BASIS
BUDGET AND ACTUAL - GENERAL FUNDED

FOR THE YEAR ENDED JUNE 30, 2001 (Continued)

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
Capital and Multi-Year Budgets:
Departmental:
Agriculture 1,847 6,401 1,930 4,471
Corrections 61,443 112,982 32,953 80,029
Education 678 7,952 3,031 4,921
Governor - 4,691 1,964 2,727
Health Care Policy and Financing 805 9,330 1,545 7,785
Higher Education 199,397 351,125 173,189 177,936
Human Services 32,210 58,741 31,732 27,009
Judicial Branch 582 1,443 192 1,251
Law 54 89 45 44
Local Affairs 5,000 3,044 1,235 1,809
Military Affairs 1,079 2,650 720 1,930
Natural Resources - 1,686 1,686 -
Personnel 39,484 68,263 31,196 37,067
Public Health and Environment 3,000 8,443 3,988 4,455
Public Safety 4,853 19,901 10,010 9,891
Revenue (1,624) 3,130 3,064 66
Transportation (7,496) 97,133 64,362 32,771
Budgets/Transfers Not Booked by Department 279,131 288,696 288,696 -
SUB-TOTAL CAPITAL AND MULTI-YEAR BUDGETS 620,443 1,045,700 651,538 394,162
TOTAL EXPENDITURES AND TRANSFERS-OUT $6,886,176 $7,463,097 7,049,836 $ 413,261
EXCESS OF REVENUES AND TRANSFERS-IN OVER
(UNDER) EXPENDITURES AND TRANSFERS-OUT $ (374,505)

See accompanying notes to the financial statements.



» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES/EXPENSES,
AND CHANGES IN FUND BALANCES/EQUITY - BUDGETARY BASIS

BUDGET AND ACTUAL - CASH FUNDED
FOR THE YEAR ENDED JUNE 30, 2001

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
REVENUES AND TRANSFERS-IN:
Sales and Other Excise Taxes $ 738,328
Income Taxes 164,266
Other Taxes 442,369
Tuition and Fees 547,164
Sales and Services 838,615
Interest Earnings 348,077
Other Revenues 1,307,756
Transfers-In 4,135,066
TOTAL REVENUES AND TRANSFERS-IN 8,521,641
EXPENDITURES/EXPENSES AND TRANSFERS-OUT:
Operating Budgets:
Departmental:
Agriculture $ 19,498 $ 19,527 18,825 $ 702
Corrections 54,225 54,176 45,953 8,223
Education 2,098,001 2,089,286 2,088,470 816
Governor 15,075 16,926 9,688 7,238
Health Care Policy and Financing 128,634 150,463 133,919 16,544
Higher Education 1,544,259 1,544,568 1,447,383 97,185
Human Services 690,869 256,250 245,798 10,452
Judicial Branch 52,501 50,268 42,023 8,245
Labor and Employment 254,506 254,982 250,643 4,339
Law 22,252 23,541 21,486 2,055
Legislative Branch 3,411 5,532 2,753 2,779
Local Affairs 133,035 135,581 77,605 57,976
Military Affairs 537 537 518 19
Natural Resources 256,583 255,699 167,930 87,769
Personnel 280,538 282,489 264,851 17,638
Public Health and Environment 72,830 75,108 57,369 17,739
Public Safety 81,845 83,508 81,066 2,442
Regulatory Agencies 66,464 68,495 66,368 2,127
Revenue 536,066 538,873 478,501 60,372
State 11,511 11,721 10,222 1,499
Transportation 513,956 92,516 75,312 17,204
Treasury 1,096,675 1,097,025 1,094,106 2,919
SUB-TOTAL OPERATING BUDGETS 7,933,271 7,107,071 6,680,789 426,282
Capital and Multi-Year Budgets:
Departmental:
Corrections 7,611 9,079 1,040 8,039
Education - 209 - 209
Governor 2,200 2,156 999 1,157
Health Care Policy and Financing - 94 23 71
Higher Education 91,822 60,537 24,317 36,220
Human Services 3,197 8,103 4,390 3,713
Labor and Employment 31,305 51,545 22,799 28,746
Law 166 333 170 163
Military Affairs - 106 99 7
Natural Resources 131,032 171,952 59,272 112,680
Personnel 19,779 41,615 9,778 31,837
Public Health and Environment 500 17,486 2,278 15,208
Public Safety (145) 1,012 1,012 -
Regulatory Agencies - 1,901 - 1,901
Revenue 909 2,778 391 2,387
Transportation 1,666,150 1,670,144 803,712 866,432
Budgets/Transfers Not Booked by Department 746 746 746 -
SUB-TOTAL CAPITAL AND MULTI-YEAR BUDGETS 1,955,272 2,039,796 931,026 1,108,770
TOTAL EXPENDITURES/EXPENSES AND TRANSFERS-OUT $9,888,543 $9,146,867 7,611,815 $1,535,052
EXCESS OF REVENUES AND TRANSFERS-IN OVER/(UNDER)
EXPENDITURES/EXPENSES AND TRANSFERS-OUT $ 909,826

See accompanying notes to the financial statements.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENDITURES/EXPENSES,
AND CHANGES IN FUND BALANCES/EQUITY - BUDGETARY BASIS
BUDGET AND ACTUAL - FEDERALLY FUNDED

FOR THE YEAR ENDED JUNE 30, 2001

(DOLLARS IN THOUSANDS) FINAL (OVER)/UNDER
ORIGINAL SPENDING SPENDING
APPROPRIATION AUTHORITY ACTUAL AUTHORITY
REVENUES AND TRANSFERS-IN:
Federal Grants and Contracts $2,890,550
TOTAL REVENUES AND TRANSFERS-IN 2,890,550

Capital and Multi-Year Budgets:

Departmental:
Agriculture $ 1,098 $ 2,531 1,111 $ 1,420
Corrections 10,705 13,388 5,676 7,712
Education 265,669 365,010 244,787 120,223
Governor 14,444 22,986 15,871 7,115
Health Care Policy and Financing 1,083,607 1,161,292 1,144,926 16,366
Higher Education 5,464 67,957 59,342 8,615
Human Services 487,102 831,580 670,183 161,397
Judicial Branch 2,189 5,476 3,771 1,705
Labor and Employment 80,945 115,345 72,437 42,908
Law 778 909 793 116
Local Affairs 37,396 91,423 51,659 39,764
Military Affairs 113,277 9,566 5,400 4,166
Natural Resources 14,641 38,263 23,131 15,132
Personnel 52 76 68 8
Public Health and Environment 150,155 201,717 166,119 35,598
Public Safety 26,336 76,626 34,442 42,184
Regulatory Agencies 827 2,149 1,305 844
Revenue 866 2,906 1,553 1,353
Transportation 292,811 579,264 317,182 262,082
Treasury - 65,295 65,204 91
SUB-TOTAL CAPITAL AND MULTI-YEAR BUDGETS 2,588,362 3,653,759 2,884,960 768,799
TOTAL EXPENDITURES/EXPENSES AND TRANSFERS-OUT $2,588,362 $3,653,759 2,884,960 $ 768,799
EXCESS OF REVENUES AND TRANSFERS-IN OVER/(UNDER)

EXPENDITURES/EXPENSES AND TRANSFERS-OUT $ 5,590

See accompanying notes to the financial statements.



» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF REVENUES, EXPENSES,

AND CHANGES IN FUND EQUITY

ALL PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2001

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PROPRIETARY
FUND TYPES

INTERNAL
ENTERPRISE SERVICE

OPERATING REVENUES:

Licenses and Permits $ 46 $ -
Charges for Goods and Services 426,504 196,066
Investment and Rental Income 65,083 8,993
Federal Grants and Contracts 64,788 -
Other 5,843 277
TOTAL OPERATING REVENUES 562,264 205,336

OPERATING EXPENSES:

Salaries & Fringe Benefits 51,444 18,438
Operating and Travel 163,124 159,428
Cost of Goods Sold 35,159 4,588
Depreciation and Amortization 5,036 16,198
Intergovernmental Distributions 4,243 2
Prizes and Awards 215,084 2
Other - -
TOTAL OPERATING EXPENSES 474,090 198,656
OPERATING INCOME (LOSS) 88,174 6,680
NON-OPERATING REVENUES AND (EXPENSES):
Taxes - -
Fines and Settlements 1 750
Interest and Rents 3,738 1,041
Grants and Donations 591 -
Intergovernmental Distributions (39,642) -
Federal Grants and Contracts 730 -
State Funds - -
Debt Service (176) (2,045)
Other - -
TOTAL NON-OPERATING REVENUES (EXPENSES) (34,758) (254)
INCOME (LOSS) BEFORE OPERATING TRANSFERS 53,416 6,426
OPERATING TRANSFERS:
Operating Transfer-In 264 5,037
Operating Transfer-Out (41,722) (3,010)
TOTAL OPERATING TRANSFERS (41,458) 2,027
NET INCOME/CHANGE IN RETAINED EARNINGS 11,958 8,453
FUND EQUITY, FISCAL YEAR BEGINNING 96,894 18,618
Additions (Deductions) to Contributed Capital (See Note III-N) 341 -
Prior Period/Other Adjustments (See Note III-L) 78,769 -
FUND EQUITY, FISCAL YEAR END $ 187,962 $27,071

See accompanying notes to the financial statements.
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FIDUCIARY MEMORANDUM ONLY

FUND TYPES TOTAL
NONEXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS
$ - $ 46 $ -
- 622,570 320,766
68,121 142,197 31,207
- 64,788 -
87 6,207 17,823
68,208 835,808 369,796
- 69,882 132,051
- 322,552 129,756
- 39,747 58,996
- 21,234 28,638
- 4,245 -
- 215,086 -
. - 10,709
- 672,746 360,150
68,208 163,062 9,646
- - 37,350
18,048 18,799 -
- 4,779 7,718
- 591 -
- (39,642) -
- 730 -
. - 3,492
- (2,221) (6,032)
- - (246)
18,048 (16,964) 42,282
86,256 146,098 51,928
35,753 41,054 2,663
(20,111) (64,843) -
15,642 (23,789) 2,663
101,898 122,309 54,591
622,831 738,343 589,840
_ 341 60,408
- 78,769 -

$724,729 $939,762 $704,839




» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF CASH FLOWS

ALL PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2001

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PROPRIETARY
FUND TYPES

INTERNAL
ENTERPRISE SERVICE

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash Received from:

Fees for Service $ 28,709 $ 144,302
Sales of Products 389,256 52,125
Grants and Contracts 59,605 -
Loan Repayments 146,548 -
Other Sources 7,394 1,186
Cash Payments to:
Employees (45,287) (16,597)
Suppliers (78,258) (48,537)
Lottery Prizes and Sales Commissions (244,020) -
Health Claims and Premiums - (122,912)
Others for Student Loans and Loan Losses (161,106) -
Other Governments (4,243) (2)
Other (12,057) (448)
Component Unit Cash Flows from Operating Activities - -
NET CASH PROVIDED BY OPERATING ACTIVITIES 86,541 9,117

CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES:

Transfers-In 264 5,038
Transfers-Out (41,722) (3,010)
Intergovernmental Distributions (37,491) -
NonCapital Debt Service (67,450) -
NET CASH FROM NONCAPITAL FINANCING ACTIVITIES (146,399) 2,028

CASH FLOWS FROM CAPITAL AND RELATED FINANCING ACTIVITIES:

Acquisition of Capital Assets (2,317) (501)
Proceeds from Sale of Capital Assets 10 1,808
Income from Property 1,038 7,016
Proceeds from Issuance of Capital Debt - -
Principal Paid on Capital Debt (100) -
Interest Payments (191) (117)
Capital Lease Payments (151) (15,459)
Taxes - -

Bond Defeasance and Refunding - -
Received from Borrowers - -
Disbursements to Borrowers - -
Capitalization Grants Received - -

NET CASH FROM CAPITAL AND RELATED FINANCING ACTIVITIES (1,711) (7,253)

(Continued)
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FIDUCIARY MEMORANDUM ONLY
FUND TYPES TOTAL
NONEXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS
$ - $ 173,011 -
- 441,381 -
- 59,605 -
- 146,548 -
19,004 27,584 -
- (61,884) -
- (126,795) -
- (244,020) -
- (122,912) -
- (161,106) -
- (4,245) -
- (12,505) -
- - 17,917
19,004 114,662 17,917
35,755 41,057 6,651
(24,234) (68,966) (496)
- (37,491) -
- (67,450) -
11,521 (132,850) 6,155
- (2,818) (88,450)
77 1,895 -
16,054 24,108 -
- - 93,694
- (100) (34,500)
- (308) (14,964)
- (15,610) (1)
- - 36,845
- - (38,124)
- - 23,654
- - (102,994)
- - 26,106
16,131 7,167 (98,734)




» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

COMBINED STATEMENT OF CASH FLOWS

ALL PROPRIETARY FUND TYPES AND SIMILAR TRUST FUNDS

FOR THE YEAR ENDED JUNE 30, 2001

AND DISCRETELY PRESENTED COMPONENT UNITS (continued)

(DOLLARS IN THOUSANDS) PROPRIETARY
FUND TYPES
INTERNAL
ENTERPRISE SERVICE
CASH FLOWS FROM INVESTING ACTIVITIES:
Interest and Dividends on Investments 20,641 2,066
Proceeds from Sales of Investments 365,675 -
Purchases of Investments (328,615) -
Net (Increase)Decrease in Investments - -
NET CASH FROM INVESTING ACTIVITIES 57,701 2,066
NET INCREASE (DECREASE) IN CASH AND POOLED CASH (3,868) 5,958
CASH AND POOLED CASH , FISCAL YEAR BEGINNING 83,898 20,522
Prior Period Adjustment 48,232 -
CASH AND POOLED CASH, FISCAL YEAR END 128,262 26,480
RECONCILIATION TO THE COMBINED BALANCE SHEET
Add: Expendable Trust Funds - -
Investment and Pension Trust Funds - -
Agency Funds - -
CASH AND POOLED CASH, FISCAL YEAR END $ 128,262 $ 26,480
RECONCILIATION OF OPERATING INCOME TO NET CASH
PROVIDED BY OPERATING ACTIVITIES
Operating Income (Loss) $ 88,174 $ 6,680
Adjustments to Reconcile Operating Income (Loss)
to Net Cash Provided by Operating Activities:
Depreciation 5,035 16,198
Investment/Rental Income and Other Revenue in Operating Income 27,361 (8,995)
Fines, Donations, and Grants and Contracts in NonOperating 1,322 750
Loss on Disposal of Fixed Assets 678 -
Compensated Absences 202 25
Interest and Other Expense in Operating Income 405 118
Provision for Bad Debts - -
Net Changes in Assets and Liabilities Related to Operating Activities:
(Increase) Decrease in Operating Receivables (37,372) 473
(Increase) Decrease in Inventories 1,532 (43)
(Increase) Decrease in Other Operating Assets 477 (142)
Increase (Decrease) in Accounts Payable (788) (4,374)
Increase (Decrease) in Other Operating Liabilities (485) (1,573)
NET CASH PROVIDED BY OPERATING ACTIVITIES $ 86,541 $ 9,117
SUPPLEMENTARY INFORMATION - NONCASH TRANSACTIONS (See Note III-B):
Fixed Assets Transferred from General Fixed Asset Account Group 341 -
Unrealized Gain/(Loss) on Investments (7,749) -
Loss on Disposal of Fixed Assets 707 674
Assumption of Capital Lease Obligation 182 12,426

See accompanying notes to the financial statements.
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FIDUCIARY MEMORANDUM ONLY
FUND TYPES TOTAL
NONEXPENDABLE PRIMARY COMPONENT
TRUST GOVERNMENT UNITS
24,628 47,335 8,365
79,390 445,065 375,504
(88,217) (416,832) (274,261)
- - (20,031)
15,801 75,568 89,577
62,457 64,547 14,915
30,847 135,267 62,225
- 48,232 -
93,304 248,046 77,140
911,072 911,072 6,601
14,809 14,809 -
232,159 232,159 -
$ 1,251,344 $ 1,406,086 $ 83,741
$ 68,208 $ 163,062 $ 9,646
- 21,233 28,638
(68,123) (49,757) (2,005)
18,048 20,120 -
- 678 -
- 227 -
- 523 10,135
- - 13,645
3 (36,896) (28,447)
- 1,489 (1,940)
75 410 (1,969)
(2) (5,164) (13,227)
795 (1,263) 3,441
$ 19,004 $ 114,662 $ 17,917
- 341 -
26,475 18,726 -
- 1,381 -

12,608



» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

STATEMENT OF NET ASSETS

ALL PENSION AND INVESTMENT TRUST FUNDS

AT JUNE 30, 2001

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PRIMARY COMPONENT
GOVERNMENT UNITS
INVESTMENT PENSION PENSION
TRUST TRUST TRUST
COLORADO UNIVERSITY
COMPENSATION DEFINED OF COLORADO
INSURANCE CONTRIBUTION HOSPITAL
AUTHORITY PLAN AUTHORITY
ASSETS:
Cash and Pooled Cash $ 14,804 $ 5 $ -
Other Receivables, net 13,391 - -
Investments 912,424 2,719 -
Externally Restricted Under Pension Plan - - 76,267
TOTAL ASSETS 940,619 2,724 76,267
LIABILITIES:
TOTAL LIABILITIES - - -
NET ASSETS:
Held in Trust for Pension Plan Participants - 2,719 76,267
Held in Trust for Investment Trust Participants 920,321 - -
Designated for Unrealized Gains 20,298
Unreserved Undesignated - 5 -
TOTAL NET ASSETS HELD
IN TRUST FOR PARTICIPANTS $ 940,619 $ 2,724 $ 76,267

See accompanying notes to the financial statements.

The Investment Trust and Pension Trust Fund balances of the Primary Government shown above are included in the
Trust and Agency Fund Type balances shown on the Combined Balance Sheet - All Fund Types, Account
Groups, and Discretely Presented Component Units. The Pension Trust Fund balances of the University
of Colorado Hospital Authority shown above are included in the Component Units column of the
Combined Balance Sheet - All Fund Types, Account Groups, and Discretely Presented Component Units.
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STATEMENT OF CHANGES IN NET ASSETS

ALL PENSION AND INVESTMENT TRUST FUNDS
FOR THE YEAR ENDED JUNE 30, 2001

AND DISCRETELY PRESENTED COMPONENT UNITS

(DOLLARS IN THOUSANDS) PRIMARY COMPONENT
GOVERNMENT UNITS
INVESTMENT PENSION PENSION
TRUST TRUST TRUST
COLORADO UNIVERSITY
COMPENSATION DEFINED OF COLORADO
INSURANCE CONTRIBUTION HOSPITAL
AUTHORITY PLAN AUTHORITY
ADDITIONS:
Additions By Participants $ 401,380 $ 1,329 $ 5,925
Investment Income 90,566 (234) 1,862
TOTAL ADDITIONS 491,946 1,095 7,787
DEDUCTIONS:
Deductions By Participants 332,677 173 1,706
Administrative Expense - - 452
Other Deductions - 2 -
TOTAL DEDUCTIONS 332,677 175 2,158
NET INCREASE (DECREASE) IN ASSETS 159,269 920 5,629
NET ASSETS AVAILABLE
Beginning of the Year 781,350 1,804 70,638
End of the Year $ 940,619 $ 2,724 $ 76,267

See accompanying notes to the financial statements.
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COMBINED BALANCE SHEET
ALL COLLEGE AND UNIVERSITY FUNDS
AT JUNE 30, 2001

(DOLLARS IN THOUSANDS) CURRENT FUNDS
LOAN ENDOWMENT
UNRESTRICTED RESTRICTED  FUNDS FUNDS
ASSETS:
Cash and Pooled Cash $187,916 $ 19,291 $ 4,646 $ 16,361
Accounts Receivable:
Tuition, Fees, Charges for Services, net 59,412 30,233 59 -
Intergovernmental 446 45,545 222 -
Other 3,201 59 229 21
Subtotal Accounts Receivable 63,059 75,837 510 21
Loans and Notes Receivable, net 1,023 - 85,094 -
Due From Other Funds 29,751 5,655 - 150
Inventories 24,070 - - -
Other Current Assets 20,423 1,162 5 -
Investments 210,658 31,062 6,912 84,692
Plant Facilities:
Land and Improvements - - - 4,312
Buildings and Improvements, net - - - -
Leasehold Improvements, net - - - -
Construction in Progress - - - -
Equipment, net - - - -
Library Books - - - -
Other Fixed Assets - - - -
Subtotal Plant Facilities - - - 4,312
Other Long-Term Assets 5,878 - - -
TOTAL ASSETS $542,778 $133,007 $97,167 $ 105,536
LIABILITIES:
Accounts Payable and Accrued Liabilities $ 98,970 $ 29,139 $ 38 $ -
Due To Other Funds 8,160 8,473 - 7,415
Deferred Revenue 90,816 5,469 - -
Other Current Liabilities 19,411 666 1,395 259
Capital Lease Obligations - - - -
Notes and Bonds Payable 20 8 - -
Accrued Compensated Absences 101,793 254 - -
Other Long-Term Liabilities 27,683 - 50 -
TOTAL LIABILITIES 346,853 44,009 1,483 7,674
FUND BALANCE:
Investment in Fixed Assets - - - -
Designated for Unrealized Investment Gains 1,835 694 - -
Restricted - 88,304 95,684 97,862
Unrestricted:
Designated 197,357 - - -
Undesignated (3,267) - - -
TOTAL FUND BALANCE 195,925 88,998 95,684 97,862
TOTAL LIABILITIES AND FUND BALANCE $542,778 $133,007  $97,167 $ 105,536

See accompanying notes to the financial statements.
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PLANT FUNDS MEMORANDUM
RETIREMENT OF  INVESTMENT  AGENCY ONLY
UNEXPENDED  INDEBTEDNESS IN PLANT FUNDS TOTALS
$111,738 $ 6,234 $ - $11,384 $ 357,570
698 1 - 1,870 92,273
623 8 - 87 46,931

93 61 - - 3,664
1,414 70 - 1,957 142,868
- - - - 86,117
4,825 - - 9 40,390
- - - - 24,070
892 19 - 43 22,544
152,838 9,010 - 5,639 500,811
- - 224,858 - 229,170
- - 2,120,841 - 2,120,841
- - 5,010 - 5,010
362,989 - 1,270 - 364,259
- - 518,989 - 518,989
- - 307,216 - 307,216
394 - 1,453 - 1,847
363,383 - 3,179,637 - 3,547,332
199 - 1,477 - 7,554
$635,289 $15,333 $3,181,114 $19,032 $4,729,256
$ 13,294 $ 2,933 $ 4 $ 5,712 $ 150,090
5,416 147 8,345 134 38,090
309 - 99 162 96,855

17 111 3,764 13,024 38,647

2,019 213 98,585 - 100,817
61,825 1,140 282,560 - 345,553

- - - - 102,047

21 295 23 - 28,072
82,901 4,839 393,380 19,032 900,171

- - 2,787,734 - 2,787,734

55 116 - - 2,700
552,333 10,378 - - 844,561
- - - - 197,357

- - - - (3,267)
552,388 10,494 2,787,734 - 3,829,085

$635,289 $15,333 $3,181,114  $19,032 $4,729,256
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COMBINED STATEMENT OF CHANGES IN FUND BALANCE

ALL COLLEGE AND UNIVERSITY FUNDS
FOR THE YEAR ENDED JUNE 30, 2001

(DOLLARS IN THOUSANDS) CURRENT FUNDS
LOAN ENDOWMENT
UNRESTRICTED  RESTRICTED FUNDS FUNDS
REVENUES AND OTHER ADDITIONS:
Tuition and Fees $ 690,593 $ - $ - $ -
Federal Grants and Contracts 14,049 592,620 1,031 -
State and Local Grants and Contracts 586 43,852 - -
Private Gifts, Grants, and Contracts 1,656 172,917 26 1,021
Indirect Cost Recoveries 112,764 - - -
Investment Income 32,607 8,008 407 (6,222)
Sales and Services of Educational Activities 111,769 78 - -
Sales and Services of Auxiliaries and Hospitals 319,665 - - -
Gain (Loss) on Debt Extinguishment - - - -
Interest on Loans Receivable - - 2,069 -
Retirement of Indebtedness - - - -
Additions to Plant Facilities - - - -
Other Revenues and Additions 58,038 1,554 1,002 685
TOTAL REVENUES AND OTHER ADDITIONS 1,341,727 819,029 4,535 (4,516)
EXPENDITURES AND OTHER DEDUCTIONS:
Educational and General:
Instructional 787,661 119,112 - -
Research 45,634 390,437 - -
Public Service 61,695 46,203 - -
Academic Support 179,095 16,243 - -
Student Services 135,091 13,723 - -
Institutional Support 152,248 10,401 - -
Operation of Plant 153,016 3,208 - -
Scholarships and Fellowships 42,133 147,201 - -
Subtotal Educational and General 1,556,573 746,528 - -
Auxiliaries and Hospitals 314,645 8,633 - -
Indirect Cost Charges 595 111,982 187 -
Loan Cancellation and Write-off - - 1,074 -
Expended for Plant Facilities - - - -
Retirement of Indebtedness - - - -
Interest on Indebtedness - - - -
Disposal of Plant Facilities - - - -
Other Expenditures and Deductions 46 2 511 2,203
TOTAL EXPENDITURES AND OTHER DEDUCTIONS 1,871,859 867,145 1,772 2,203
TRANSFERS BETWEEN FUNDS - ADDITIONS (DEDUCTIONS):
Mandatory Transfers In (Out) (47,229) (2) 283 24
Nonmandatory Transfers In (Out) (62,703) (16,314) (198) 1,627
Net Operating Transfers From State Funds 662,142 81,081 - 251
TOTAL EXPENDITURES, DEDUCTIONS AND TRANSFERS 1,319,649 802,380 1,687 301
NET INCREASE (DECREASE) IN FUND BALANCE 22,078 16,649 2,848 (4,817)
FUND BALANCE, JULY 1 173,847 72,349 92,836 102,679
Prior Period Adjustment (See Note III-L) - - - -
FUND BALANCE, JUNE 30 $ 195,925 $88,998 $95,684 $ 97,862

See accompanying notes to the financial statements.
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PLANT FUNDS MEMORANDUM
RETIREMENT OF INVESTMENT ONLY
UNEXPENDED  INDEBTEDNESS IN PLANT TOTALS

$ - $ - $ - $ 690,593
296 167 - 608,163

150 - - 44,588
10,178 878 2,568 189,244
- - - 112,764
17,952 681 - 53,433
- - - 111,847

- - - 319,665
- (221) (1,051) (1,272)

- - - 2,069

3,257 221 34,188 37,666
76 - 366,438 366,514
8,269 - 2,457 72,005
40,178 1,726 404,600 2,607,279
- - - 906,773

- - - 436,071

- - - 107,898

- - - 195,338

- - - 148,814

- - - 162,649

- - - 156,224

- - - 189,334

- - - 2,303,101

- - - 323,278

- - - 112,764

- - - 1,074
277,079 - - 277,079
105 36,940 - 37,045
1,354 23,152 69 24,575

- - 124,170 124,170
15,552 193 1,711 20,218
294,090 60,285 125,950 3,223,304
(6,172) 53,085 11 -
76,014 1,453 121 -
166,691 - - 910,165
57,557 5,747 125,818 2,313,139
(17,379) (4,021) 278,782 294,140
575,129 14,515 2,515,005 3,546,360
(5,362) - (6,053) (11,415)

$552,388 $10,494 $2,787,734 $3,829,085
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NOTES TO THE FINANCIAL STATEMENTS

NOTE I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying general purpose financial statements of
the State of Colorado have been prepared in conformance
with generally accepted accounting principles for govern-
ments as prescribed by the Governmental Accounting
Standards Board (GASB), which is the primary standard
setting body for establishing governmental accounting and
financial reporting principles.

The preparation of financial statements in conformity with
generally accepted accounting principles requires manage-
ment to make estimates and assumptions that affect the
reported amounts of assets, liabilities, the disclosed amount
of contingent liabilities at the date of the financial state-
ments, and the reported amounts of revenues, expendi-
tures/expenses during the reporting period. Actual results
could differ from those estimates.

A. REPORTING ENTITY

For financial reporting purposes, the State of Colorado's
primary government includes all funds and account groups
of the state, its departments, agencies, and state funded
institutions of higher education that make up the state's legal
entity. The state's reporting entity also includes those
component units, which are legally separate entities, for
which the state's elected officials are financially
accountable.

Financial accountability is defined in GASB Statement No.
14 — The Financial Reporting Entity. The state is
financially accountable for those entities for which the state
appoints a voting majority of the governing board, and
either is able to impose its will upon the entity or there
exists a financial benefit or burden relationship with the
state. For those entities that the state does not appoint a
voting majority of the governing board, GASB Statement
No. 14 includes them in the reporting entity if they are
fiscally dependent. Entities that do not meet the criteria for
inclusion may still be included if it would be misleading to
exclude them.

Discretely presented in the combined financial statements
for the state are the following entities:

Denver Metropolitan Major League Baseball
Stadium District

University of Colorado Hospital Authority

Colorado Water Resources and Power
Development Authority

Colorado Uninsurable Health Insurance Plan

With the exception of the University of Colorado Hospital
Authority, the majority of each governing board for these
entities is appointed by the Governor and confirmed by
the Senate. The Board of Regents of the University of
Colorado appoints the board of the University of
Colorado Hospital Authority.

The University of Colorado Hospital Authority and the
Colorado Uninsurable Health Insurance Plan are included
because they present a financial burden on the state. The
Baseball Stadium District is included because its board
serves at the pleasure of the Governor, and therefore, the
state is able to impose its will upon the entity. The Water
Resources and Power Development Authority is included
because the state is able to impose its will upon the
authority.

Detailed financial information may be obtained directly
from these organizations at the following addresses:

Denver Metropolitan Major League Baseball Stadium District
1701 Bryant Street, Suite 500
Denver, Colorado 80204

University of Colorado Hospital Authority
4200 East Ninth Avenue, Box A020
Denver, Colorado 80262

Colorado Water Resources and Power Development Authority
1580 Logan Street, Suite 620
Denver, Colorado 80203

Colorado Uninsurable Health Insurance Plan
1700 Broadway, Suite 430
Denver, Colorado 80290

The following related organizations, for which the state
appoints a voting majority of their governing boards, are not
part of the reporting entity based on the criteria of GASB
Statement No. 14:

Colorado Compensation Insurance Authority
(D.B.A. Pinnacol Assurance)

Colorado Educational and Cultural Facilities
Authority

Colorado Health Facilities Authority

Colorado Agricultural Development Authority

Colorado Housing and Finance Authority

Colorado Sheep and Wool Authority

Colorado Beef Council Authority

Fire and Police Benefit Association

The State Board of the Great Outdoors
Colorado Trust Fund
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Even though the appointment of governing boards of these
authorities is similar to those included in the reporting
entity, the state does not impose its will, nor does it have a
financial benefit or burden relationship with these entities.
Detailed financial information may be obtained directly
from these organizations.

Various college and university foundations exist for the
benefit of the related state higher education institutions.
These entities are included in the various note disclosures if
they qualify as related parties or omitting them would be
misleading.

The state has entered a joint operating agreement with the
Huerfano County Hospital District to provide patient care at
the Colorado State Veterans Nursing Home at Walsenburg.
The facility is owned by the state but is operated by the
hospital district under a twenty-year contract that is
renewable at the district’s option for successive ten-year
terms up to 99 years from the original commencement date
in November 1993.

The state’s contract with the district states that the district is
responsible for funding the operating deficits of the nursing
home; however, since the state owns the nursing home, it
retains ultimate financial responsibility for the home. Only
the state’s share of assets, liabilities, revenues and expenses
associated with the joint operation are shown in these
financial statements. These include the land, building, and
some of the equipment for the nursing home as well as
revenues and expenses associated with the state’s on-site
contract administrator. The state’s pass-through of U.S.
Veterans Administration’s funds to the district is also shown
as revenue and expense of the state.

B. FUND STRUCTURE
Primary Government

The financial activities of the state are organized on the
basis of individual funds and account groups. Each fund is
a separate accounting entity, in which the operations are
recorded in discrete sets of self-balancing accounts that
comprise the assets, liabilities, fund equity, revenues and
expenditures, or expenses, of that entity. For financial
statement presentation, similar funds have been combined
into fund types and categories.

GOVERNMENTAL FUND TYPES

General Fund

Transactions related to resources obtained and used for
those services traditionally provided by state government,
which are not accounted for in other funds, are accounted
for in the General Fund. Resources obtained from federal
grants that support general governmental activities are

accounted for in the General Fund consistent with applic-
able legal requirements.

Special Revenue Funds

Transactions related to resources obtained from specific
sources, and restricted to specific purposes are accounted
for in the special revenue funds. The individual funds
include the Highway Fund, the Wildlife Fund, the Labor
Fund, the Gaming Fund, the Water Projects Construction
Fund, the Tobacco Litigation Settlement Fund, and the State
Education Fund.

Debt Service Fund

This fund accounts for the accumulation of resources,
principally transfers from other funds, for the payment of
long-term debt principal and interest. The primary debt
serviced by this fund consists of certain long-term lease
purchase agreements and notes issued by the Department of
Transportation to fund infrastructure.

Capital Projects Fund

Transactions related to resources obtained and used for
acquisition, construction, or improvement of state owned
facilities and certain equipment are accounted for in the
capital projects fund.

PROPRIETARY FUND TYPES

Enterprise Funds

These funds account for activities that are financed and
operated in a manner much like private business enterprises.
Costs of providing goods and services to the public,
including depreciation, are recovered primarily through user
charges.

Internal Service Funds

These funds account for the operations that provide goods
or services on a cost-reimbursement basis to state agencies.

FIDUCIARY FUND TYPES

Trust and Agency Funds

These funds account for assets held by the state in a trustee
capacity or as an agent for other organizations or
individuals. They include agency funds, expendable and
nonexpendable trust funds, investment trust funds, and
pension trust funds.

Agency funds are used to account for assets held for other
funds, governments, or individuals. They are custodial in
nature and do not involve the measurement of operations.

The expendable trust fund classification is used when both
the principal and revenue earned may be expended for
purposes designated by the trust agreement.
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Nonexpendable trust funds require that the principal of the
fund remains intact while only the earnings of the fund are
expendable.

Individual investment trust funds are used to account for
investments that are not in the treasurer’s investment pool
but are managed by the state treasurer for external entities.

A pension trust fund is used to account for the assets and
liabilities arising from the contributions and benefits
payable to participants in one of the state’s pension plans.
Participation in this defined contribution plan is limited to
select employees — primarily legislators. Most state
employees are covered by the defined benefit plan operated
by the Public Employees Retirement Association. (See
Note V.)

ACCOUNT GROUPS

General Fixed Assets Account Group

Land, buildings, equipment and other capital assets of the
governmental fund types are accounted for in this group.
Capital assets of the proprietary, trust, and the college and
university funds are recorded in their respective funds and
may be depreciated there. Infrastructure is not recorded in
the state's accounting system or financial statements.

General Long-term Debt Account Group

This group accounts for long-term liabilities of the govern-
mental type funds, such as general liability, lease purchase
obligations, employee leave obligations, notes, and
employee workers’ compensation claims. It also accounts
for short-term risk management liabilities for which
expendable financial resources are not available. Long-term
obligations of the proprietary funds, trust funds, and the
college and universities are accounted for in their respective
funds.

COLLEGE AND UNIVERSITY FUNDS

These funds account for the operations of the state-
supported system of higher education. The College and
University Funds consist of the following funds:

Current Funds Unrestricted account for economic resources
that are expendable for any purpose in accomplishing the
institutions' primary objectives.

Current Funds Restricted account for resources received
from donors or other outside agencies, primarily the federal
government, that are restricted for specific purposes.

Loan Funds account for resources available for student
loans.

Endowment Funds account for resources contributed by
donors. While the principal portion of the contribution
must remain intact, earnings may be added to the principal
or expended for restricted or unrestricted purposes.

Plant Funds account for resources available, acquisition
costs, debt service requirements, and liabilities related to
acquiring or repairing institutional properties.

Agency Funds account for resources held by the institution
in a fiduciary capacity that it will distribute to designated
beneficiaries.

Component Units

The Denver Metropolitan Major League Baseball Stadium
District uses proprietary fund accounting in preparation of
its financial statements. The Colorado Uninsurable Health
Insurance Plan (CUHIP) uses practices prescribed or
permitted by the state’s Division of Insurance. However,
CUHIP’s financial statements have been recast to conform
to generally accepted accounting principles for presentation
in these financial statements. The financial information for
both entities is presented as of December 31, 2000.

The Colorado Water Resources and Power Development
Authority uses proprietary fund accounting for its oper-
ations except for its expendable trust fund, which uses
governmental fund accounting, and its agency fund, which
records assets and liabilities on the modified accrual basis.
The expendable trust fund accounts for assets held in a
trustee capacity for Animas — LaPlata dam project in south-
west Colorado. The agency fund accounts for unspent bond
proceeds held in trustee capacity for local governments.
The Authority's financial information is presented as of
December 31, 2000.

The University of Colorado Hospital Authority uses
proprietary fund accounting for their operations. The
financial statements for the Hospital Authority’s noncon-
tributory defined benefit pension plan are prepared under
the accrual basis of accounting. Financial information for
the authority is presented as of June 30, 2001.

C. BASIS OF ACCOUNTING
Primary Government

The accounting and financial reporting treatment applied to
a fund is determined by its measurement focus. All govern-
mental funds and expendable trust funds are accounted for
using a current financial resources measurement focus.
Nonexpendable trust funds and proprietary funds are
accounted for on a flow of economic resources measure-
ment focus.

Governmental fund types, expendable trust funds, and
agency funds are reported on the modified accrual basis.
This basis of accounting recognizes revenues when they are
measurable and available to finance current operations or to
liquidate liabilities existing at fiscal year end.
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Historical data, adjusted for economic trends, is used in the
estimation of the following accruals:

. Sales, use, liquor, and cigarette taxes are accrued
based on filings received and an estimate of filings due
by June 30.

. Net income taxes from individuals, corporations, and
trusts are accrued based on current income earned by
the taxpayer before June 30. Quarterly filings,
withholding statements, and other historical data are
used to estimate the taxpayer's current income. The
revenue is accrued net of an allowance for uncollect-
ible taxes.

Revenues earned under the terms of reimbursement
agreements with other governments or private sources are
recorded at the time the related expenditures are made if
other eligibility requirements have been met.

Expenditures are recognized during the period in which the
fund liability is incurred, except for accumulated employee
leave time, principal and interest on long-term debt, which
is recorded when due, risk management liabilities in excess
of the available current financial resources appropriated for
that purpose, and inventories which are generally consid-
ered expenditures when consumed.

Special reporting treatment at year end is accorded to
encumbrances. In the General Fund, a reserve for
encumbrances is recorded at year end for the appropriation
that will be rolled-forward to cover encumbrances. In the
Capital Projects Fund and the Highway Fund, a reserve for
encumbrances is established for the contracted legal
obligations of the funds.

Proprietary fund types, and nonexpendable, investment and
pension trust funds are reported on the full accrual basis.
Using this basis, revenues are recognized when earned, and
expenses, including depreciation, are recognized when the
economic benefit of an asset is consumed or a liability is
incurred.

College and university funds are reported on the accrual
basis, except for depreciation related to plant fund assets,
which is generally not recorded, and revenues and expendi-
tures related to summer school programs which are
recorded primarily in the subsequent fiscal year in
accordance with the National Association of College and
University Business Officer's Financial Accounting and
Reporting Manual for Higher Education.

The state has determined that proprietary and non-
expendable trust funds will apply all applicable GASB
pronouncements, regardless of issue date, as well as the
following pronouncements issued on or before November
10, 1989: FASB Statements and Interpretations, Accounting
Principle Board Opinions, and Accounting Research
Bulletins, unless those pronouncements conflict with, or
contradict, GASB pronouncements.

Component Units

The University of Colorado Hospital Authority has elected
to adopt the provisions of the American Institute of
Certified Public Accountants’ Audit and Accounting Guide
for Health Care Organizations. Under these provisions, the
hospital has qualified as a governmental entity. In applying
governmental GAAP, the hospital has elected to apply the
provisions of all relevant pronouncements of FASB,
including those issued after November 30, 1989 that do not
conflict with or contradict GASB pronouncements.

D. ELIMINATIONS

Substantially all intrafund transactions and balances of the
primary government have been eliminated. Interfund sales
and federal grant pass-throughs are not eliminated, but are
shown as revenues and expenditures/expenses of the various
funds. Substantially all other interfund transactions are
classified as operating transfers-in or operating transfers-out
after the revenues and expenditures/expenses are reported
on each of the operating statements.

E. INSURANCE

The state has agreements with the Colorado Compensation
Insurance Authority (CCIA), a related party, to administer
a Paid Loss/Retro Plan for workers’ compensation
insurance claims through June 30, 1996. For claims
arising after that date, the state is self-insured for workers’
compensation. The state reimburses CCIA for the current
cost of claims paid and related administrative expenses.
Actuarially determined liabilities are accrued for claims to
be paid in future years.

The state insures its property through private carriers and
is self-insured for general liability for both its officials and
employees.

F. TOTAL COLUMN ON COMBINED
STATEMENTS

The total columns on the combined statements for the
primary government are captioned "Memorandum Only" to
indicate that they are presented only to facilitate financial
analysis. Data in these columns do not present financial
position, results of operations, or cash flows in conformity
with generally accepted accounting principles. Nor are they
comparable to a consolidation, as interfund eliminations
have not been made in the aggregation of this data.
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G. CASH AND POOLED CASH
Primary Government

For purposes of reporting cash flows, cash and pooled cash
is defined as cash-on-hand, demand deposits, certificates of
deposit with financial institutions, and pooled cash with the
state treasurer.

Component Units

The University of Colorado Hospital Authority and the
Colorado Uninsurable Health Insurance Plan consider
highly liquid investments with an initial maturity of three
months or less to be cash equivalents.

The Denver Metropolitan Major League Baseball Stadium
District, and the Colorado Water Resources and Power
Development Authority consider investments with maturity
of three months or less when purchased to be cash
equivalents.

H. INVENTORY

Inventories of the various state agencies primarily comprise
finished goods inventories held for resale by Correctional
Industries, and consumable items such as office and
institutional supplies, fuel, and maintenance items.

Inventories of the governmental funds are stated at cost,
while inventories of the proprietary funds are stated at the
lower of cost or market. The state uses various valuation
methods (FIFO, average cost, etc.) depending upon the state
agency. The method used in each agency is consistent from
year to year.

Consumable inventories that are deemed material are
expended at the time they are consumed. Immaterial
consumable inventories are expended at the time of
purchase, while inventories held for resale are expensed at
the time of sale.

I. INVESTMENTS

For the primary government, items classified as invest-
ments, including those held by the state treasurer and
represented as pooled cash, are both short and long-term
investments. These are stated at fair value except for certain
money market investments. (See Note III-G.) Investments
that do not have an established market are reported at their
estimated fair value. The state treasurer records interest
based on book yield as adjusted for amortization of
premiums and discounts.

J. PROPERTY, PLANT, AND EQUIPMENT
Primary Government

Capital assets are carried at cost on the balance sheet.
Donated capital assets are carried at their fair market value
at the date of donation. The state capitalizes assets whose
cost exceeds $5,000.

Generally, the state capitalizes interest during the
construction of general fixed assets. General fixed assets do
not include infrastructure and are not depreciated. Assets in
proprietary and nonexpendable trust are depreciated using
the straight-line method.

State agencies are required to use actual experience in
setting useful lives for depreciating their fixed assets;
however, in the absence of such experience, the following
useful lives are recommended:

Buildings 25-40 years
Improvements other than buildings 10-17 years
Furniture, machinery, and equipment 5-12 years

Component Units

The Denver Metropolitan Major League Baseball Stadium
District capitalized interest costs during construction of the
stadium; however, no interest expense was capitalized in
2000 or 1999. The University of Colorado Hospital
Authority capitalizes interest during the construction of
fixed assets. Due to the ongoing relocation of its main
campus, the hospital evaluates long-lived assets annually for
impairment. No adjustments for impairment have been
recognized for the years ended June 30, 2001 or 2000.
Both entities depreciate fixed assets over the estimated
useful live of the asset class using the straight-line method.

K. DEFERRED REVENUE

Under reimbursement agreements, receipts from the federal
government and other program sponsors are deferred until
the related expenditures are made. Revenues related to
taxes receivable that the state does not expect to collect until
after the following fiscal year are deferred. In addition, it is
the policy of the state's higher education institutions to defer
summer school tuition to the following fiscal year.

L. ACCRUED COMPENSATED ABSENCES
LIABILITY
Primary Government

State law concerning the accrual of sick leave was changed
effective July 1, 1988. After that date all employees in



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

classified permanent positions within the State Personnel
System accrue sick leave at the rate of 6.66 hours per
month. Total sick leave per employee is limited to their
respective accrued balance on July 1, 1988 plus 360
additional hours. After earning the maximum accrual each
employee may convert five hours of sick leave to one hour
of annual leave. Employees are paid for one-fourth of their
unused sick leave upon death or retirement.

Annual leave is earned at increasing rates based on
employment longevity. In no event can a classified
employee accumulate more than 42 days of annual leave at
the end of a fiscal year. Employees are paid 100 percent of
their annual leave balance upon leaving state service.

Compensated absence liabilities related to the governmental
funds are recorded in the General Long-Term Debt Account
Group. For all other fund types, both current and long-term
portions are recorded as individual fund liabilities.

Component Units

Employees of the University of Colorado Hospital
Authority use paid time off (PTO) for vacation, holidays,
short-term illness, and personal absences. Extended illness
pay (EIP) is used to continue salary during extended
absences due to medical disability or serious health
conditions. Both PTO and EIP earnings are based on length
of service and actual hours worked. The hospital records
PTO expense as earned. Accrued EIP is based solely on
amounts estimated to become payable to that portion of the
employee base which will ultimately retire from the
hospital.

The Colorado Water Resources and Power Development
Authority recognizes unused vacation benefits as they are
earned.

M. FUND EQUITY

Reserved fund balance indicates that a portion of fund
equity is not available for appropriation, or is legally
segregated for a specific use. Unless a fund is in itself a
legal segregation (such as, a special revenue or fiduciary
fund), designated unreserved fund balances are not legally
segregated, but rather, they indicate tentative management
plans for future use of funds.

The fund balance of the General Fund is reserved as
provided by statute or as provided by generally accepted
accounting principles. The unreserved and undesignated
portion of fund equity on the budgetary basis is available for
appropriation or working capital. Since the state is
prohibited by its constitution from incurring general
obligation debt, the General Fund surplus on the budgetary
basis must be positive at year end.

Reserves and designations of fund equity at June 30,
include:

Reserved for Encumbrances - In the General Fund, this
reserve is for the portion of the Fiscal Year 2000-01
appropriation that was encumbered for goods and services
that were not received before June 30, 2001, due to
extenuating circumstances. The specific appropriation
related to these items is rolled-forward to Fiscal Year 2001-
02.

In the Special Revenue and Capital Projects Funds this
reserve represents purchase orders, contracts, and long-term
contracts related to construction of major capital projects.
Since the resources of these funds are often received after
the long-term contracts are executed and recorded as
encumbrances, the unreserved undesignated amount may
reflect a deficit. When a deficit occurs it is funded by future
proceeds of the fund.

Reserved for Long-Term Assets and Long-Term Receiv-
ables - These reserves in the governmental funds are used to
reserve the portion of fund balance that relates to long-term
interfund receivables and other long-term assets that are not
offset by deferred revenue. These assets are not currently
available for appropriation.

Reserved for Statutorily Specified Amounts — In the
General Fund, the statutory reserve is for cash funds that are
allowed to maintain restricted fund balances in the General
Fund. These balances are not available for general
appropriation. In addition, Colorado Revised Statutes 24-
75-201.1(d)(II) requires that four percent of the amount
appropriated for expenditure from the General Fund be
reserved for that fiscal year. In Fiscal Year 2000-01, this
amount should be $213.67 million. Under generally
accepted accounting principles no funds were available to
meet this reserve requirement. However, due to delayed
recognition of excess-revenue refunds under the state’s
budgetary basis, the reserve requirement was met and legal
compliance was achieved. (See Note II-A.)

The statutory reserve in the Capital Projects Fund is the
fund balance of the Corrections Expansion Reserve and
certain other projects that are allowed to maintain a fund
balance in the Capital Projects fund. These projects are not
required to revert excess cash revenue to the Capital
Projects Fund.

The statutory reserve in the Trust and Agency Funds is
required by Article X, Section 20 (TABOR) of the State
Constitution, which requires the reservation of three percent
or more of fiscal year spending for emergencies. Fiscal year
spending is defined in TABOR as all spending and reserve
increases except for spending from certain excluded
revenues. (See Note I1-D.)

Designated for Unrealized Investment Gains — In all fund
types, this designation represents the amount by which the
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fair value of investments exceeds amortized cost. It is not
equivalent to the net change in fair value of investments.

Designated Unreserved — In the Special Revenue Fund, this
designation represents the legally segregated balances not
otherwise reserved or designated as unavailable. In the
Capital Projects Fund, this designation represents amounts
appropriated but not encumbered by contracts. In the
Fiduciary Funds, this designation includes the unreserved
portion of the principal in the Controlled Maintenance Trust
Fund, as well as, all other fiduciary balances not otherwise
reserved or designated as unavailable. In the College and
University Funds, this designation represents the fund
balance of the higher education auxiliary activities in the
Current Unrestricted Fund.

N. OUTSTANDING ENCUMBRANCES

The state uses encumbrance accounting as an extension of
formal budgetary integration in all funds except pension
trust funds, investment trust funds, and the college and
university funds. Under this procedure, purchase orders
and contracts for expenditures of money are recorded to
reserve an equivalent amount of the related appropriation.
Encumbrances do not constitute expenditures or liabilities.

They lapse at year end unless specifically brought forward
to the subsequent year, thus, committing the subsequent
year’s available appropriation.

O. FUTURE CHANGES IN REPORTING STAN-
DARDS

The Governmental Accounting Standards Board has
issued Statement No. 34 Basic Financial Statements — and
Management’s Discussion and Analysis — for State and
Local Governments; Statement No. 35 Basic Financial
Statements — and Management’s Discussion and Analysis
— for Public Colleges and Universities; Statement No. 37
Basic Financial Statements — and Management’s
Discussion and Analysis — for State and Local
Governments: Omnibus; and Statement No. 38 Certain
Financial Statement Note Disclosures. These reporting
standards will result in new financial statements as well as
changes to certain existing financial statement formats. In
addition, fund equity reporting will be affected, and
certain financial statement footnotes will be added or
expanded. The state will implement these standards for
the Fiscal Year ending June 30, 2002. Due to the
significance of these changes it is not possible to present
proforma data prior to implementing the standards.
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NOTE II. BUDGETS - LEGAL COMPLIANCE

A. BUDGETARY BASIS

The budgetary fund types used by the state differ from the
generally accepted accounting fund types. The budgetary
fund types are general, cash, and federal funds. For
budgetary purposes, cash funds are all funds received by the
state that have been designated to support specific
expenditures. Federal funds are revenues received from the
Federal government. General-purpose revenues are not
designated for specific expenditures.

Eliminations of transfers and intrafund transactions are not
made in the budgetary funds if those transactions are
under budgetary control. Thus, revenues and expenditures
in these funds are shown at their gross amounts. This
results in several instances of duplicate recording of
revenues and expenditures. An expenditure of one
budgetary fund may be shown as a transfer-in or revenue
in another budgetary fund and then be shown again as an
expenditure in the second fund.

For budget purposes, depending on the accounting fund
type involved, expenditures/expenses are determined using
the modified accrual or accrual basis of accounting with the
following exception. Refunds under Article X, Section 20
(TABOR) of the State Constitution are reductions of
revenue for nonbudgetary reporting purposes, but they are
shown as expenditures for budgetary purposes. For
budgetary purposes, these expenditures are recognized in
the year that the refunds are paid, not in the year the refund
liability arises. For budgetary purposes, unrealized gains
and losses on investments are not recognized as changes in
revenue.

B. BUDGETARY PROCESS

The financial operations of the legislative, judicial, and
executive branches of state government, with the exception
of custodial funds and federal moneys not requiring
matching state funds, are controlled by annual appropriation
made by the General Assembly. The Department of
Transportation’s portion of the Highway Fund is
appropriated to the State Transportation Commission.
Within the legislative appropriation, the Commission may
appropriate the specific projects and other operations of the
Department. In addition, the Commission may appropriate
available fund balance from its portion of the Highway
Fund.

The total legislative appropriation is constitutionally limited
to the unrestricted funds held at the beginning of the year
plus revenues estimated to be received during the year as
determined by the budgetary basis of accounting. The
original appropriation by the General Assembly in the Long

Appropriations Act segregates the budget of the state into
its operating and capital components. The majority of the
capital budgets are accounted for in the Capital Projects
Fund, with the primary exception being budgeted capital
funds used for infrastructure.

The Governor has line item veto authority over the Long
Appropriations Bill, but the General Assembly may
override each individual line item veto by a two-thirds
majority vote in each house.

General and cash funded appropriations, with the exception
of capital projects, lapse at year end unless executive action
is taken to rollforward all or part of the remaining unspent
budget authority. General funded appropriations that meet
the strict criteria for rollforward are reserved in the General
Fund at year end. Since capital projects appropriations are
generally available for three years after appropriation,
significant amounts of the capital budgets remain
unexpended at fiscal year end.

The appropriation controls the combined expenditures and
encumbrances of the state, in the majority of the cases, to
the level of line item within the state agency. Line items are
individual lines in the official budget document and vary
from specific payments for specific programs to single
appropriations at the agency level. The institutions of
higher education are appropriated at the governing board
level. Statutes allow the Judicial and Executive Branches,
at year end, to transfer legislative appropriations within
departments for expenditures of like purpose.  The
appropriation may be adjusted in the following session of
the General Assembly by a supplemental appropriation.

On the three budget-to-actual statements, the column titled
Original Appropriation consists of the Long Appropriations
Act including anticipated federal funds, special bills, and
any statutorily authorized appropriations. The column titled
Final Spending Authority includes the original appropria-
tion, federal funds actually awarded, supplemental
appropriations of the legislature, and other miscellaneous
budgetary items.

C. OVEREXPENDITURES

Depending on the accounting fund type involved,
expenditures/expenses are determined using the modified
accrual or accrual basis of accounting even if the accrual
will result in an overexpenditure. If earned cash revenues
plus available fund balance, and earned federal revenues,
are less than cash and federal expenditures, then an
overexpenditure occurs even if the expenditures did not
exceed the total legislative line item appropriation.
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The state controller may allow certain overexpenditures of
the legal appropriation with the approval of the Governor as
provided by Colorado Revised Statutes 24-75-109.
Unlimited overexpenditures are allowed in the Medicaid
program. The Department of Human Services is allowed $1
million of overexpenditures not related to Medicaid and
unlimited overexpenditures for self-insurance of its
workers’ compensation plan. Statute also allows over-
expenditures up to $1 million in total for the remainder of
the executive branch. An additional $1 million of transfers
and overexpenditures are allowed for the Judicial Branch.

If the controller restricts the subsequent year appropriation
for an overexpenditure, the agency is required to seek a
supplemental appropriation from the General Assembly or
reduce their subsequent year’s expenditures.

Total overexpenditures at June 30, 2001, were $8,897,867.
The state controller has recommended that future
appropriations be restricted by that amount.  Over-
expenditures at June 30, 2001, are described below.

Medicaid Overexpenditures:

»  Transfer to the Department of Human Services —
The Department of Health Care Policy and
Financing overexpended general fund
appropriations by $5,778,736 when it transferred
funds to the Department of Human Services,
which used the funds to provide mental health,
developmental disability, and child welfare
services.

*  Medical Service Premiums — The Department of
Health Care Policy and Financing overexpended
general fund appropriations by $2,070,005 when
it recorded bad debt expenditures to remove
$4,140,010 of receivables that were determined
to be uncollectible. The amounts were due from
medical services providers that had been
overpaid due to errors or fraudulent billings.
One half of the amount deemed uncollectible has
been charged to the General Fund with the
remaining balance expected to be collected from
the federal government.

Department of Human Services Overexpenditures Other
Than Medicaid:

e Self Sufficiency-Adult Assistance Programs / Aid
to the Needy Disabled - State Only Grant
Program — The Department of Human Services
overexpended this budget line item by $821,668,
which comprises $333,745 of general funded
appropriation and $487,923 of cash funded
appropriation. The program provides interim
financial assistance to disabled low-income
clients awaiting approval of their application for
Supplemental Social Security Income.

Statewide Overexpenditures Subject to the $1 Million
Limit:

* Legal Services to State Agencies / Personal
Services — The Department of Law
overexpended this appropriation by $44,570.
The overexpenditure occurred because the
Department did not bill state agencies enough to
cover the cost of providing legal defense services
to those agencies.

*  Executive Director and Army National Guard /
Operating Expenses — The Department of
Military Affairs (DOMA) overexpended this
general funded appropriation by $9,415 due to
emergency year end expenditures for air
conditioning and elevator repairs.

*  Executive Director and Army National Guard /
Utilities — The DOMA overexpended this general
funded appropriation by $105,574 due the
unanticipated increase in market prices -
primarily for natural gas.

*  Executive Director and Army National Guard /
Capitol Complex Leased Space — The DOMA
overexpended this general funded appropriation
by $3,031 when the actual charges billed by
General Support Services (GSS) exceeded the
estimated billing amounts provided to DOMA by
GSS.

Other Overexpenditures — Expenditures Exceeding Earned
Revenue Plus Statutory Fund Balance:

* Central Services-Facilities Maintenance and
Planning / Property Maintenance-Capitol Com-
plex Facilities-Utilities — The Department of
Personnel/General Support Services overex-
pended its statutory fund appropriation by
$58,600 primarily due to utility costs. DOP/GSS
was unable to pass those costs on to state
agencies because those agencies did not have
adequate appropriations to pay these cost
increases.

»  Executive Director’s Office and Administrative
Services / Office of Boxing — Program Costs —
The Department of Regulatory Agencies
overexpended its statutory fund appropriation by
$6,268 when revenues of the newly established
Office of Boxing were inadequate to meet the
costs of new program.

A separately issued report comparing line item expenditures
to authorized budget is available upon request from the
State Controller's Office.
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D. TAX, SPENDING, AND DEBT LIMITATIONS

Certain state revenues, primarily taxes and fees, are limited
under Article X, Section 20 (TABOR) of the State
Constitution. The growth in these revenues from year to
year is limited to the rate of population growth plus the rate
of inflation. The constitution also requires voter approval
for any new tax, tax rate increase, or new debt. These
limitations apply to the state as a whole, not to individual
funds, departments or agencies of the state.

Annual revenues that exceed the constitutional limitation
must be refunded, unless voters approve otherwise. The
state exceeded the revenue growth limitation in each year
since Fiscal Year 1996-97. A liability was recorded in the
General Fund as a reduction of tax revenues for the current
year amount exceeding the limitation ($927.20 million).
The Fiscal Year 2000-01 refund is shown on the Combined
Balance Sheet - All Fund Types and Discretely Presented
Component Units as TABOR Refund Liability.

Colorado Revised Statutes 24-75-201 requires that the
recording of the TABOR refund not be included in the
General Fund budgetary fund balance (General Fund
Surplus) in the year in which the excess revenues were
recorded. Instead, the budgetary fund balance is reduced in
the following year by reporting an expenditure equal to the
excess revenue reduced by any amount the voters authorize
the state to retain.

Therefore, the Combined Statement of Revenues,
Expenditures, and Changes in Fund Balances — Budget
and Actual — General Funded shows a $941.13 million
expenditure related to the Fiscal Year 1999-00 TABOR
refund. A separately issued audited report of TABOR
computations for Fiscal Year 2000-01 will be available
from the State Controller's Office in December 2001.

E. BUDGET TO GAAP RECONCILIATION

The three combined budget-to-actual statements show rev-
enues and expenditures that are legislatively appropriated or
otherwise legally authorized. College and university funds,
with the exception of the state-appropriated amounts are
excluded from these statements.

Certain expenditures on a generally-accepted-accounting-
principle (GAAP) basis, such as, bad debt expense and
depreciation, are not budgeted by the General Assembly.
These expenditures are not shown on the budget-to-actual
statements but are include in the following reconciliation as
“GAAP Expenditures Not Budgeted”. Some transactions
considered expenditures for budgetary purposes, such as
capital purchases in proprietary fund types, are not
expenditures on a GAAP basis. These expenditures are
shown as "Budgeted Non-GAAP Expenditures."

Some transactions considered revenues for budgetary
purposes, such as intrafund sales, are not considered GAAP
revenues. Some events, such as the recognition of
unrealized gains/losses on investments and the recognition
of the current year TABOR liability, affect revenues on a
GAAP basis but not on the budgetary basis. These events
and transactions are shown in the following reconciliation
as “Unrealized Gains/Losses” and/or “GAAP Revenue
Adjustments”.

The inclusion of these revenues and expenditures and the
change in nonbudgeted funds along with the balances
from the budget-to-actual statements is necessary to
reconcile to the GAAP fund balance.

A reconciliation of the three budget-to-actual statements to
the fund balances of the GAAP fund types appears on the
following page.
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RECONCILING SCHEDULE

ALL BUDGET FUND TYPES

TO ALL GAAP FUND TYPES

FOR THE YEAR ENDED JUNE 30, 2001

(DOLLARS IN THOUSANDS)
GOVERNMENTAL FUND TYPES

SPECIAL DEBT CAPITAL
GENERAL REVENUE SERVICE PROJECTS
BUDGETARY BASIS:
Revenues and Transfers-In:
General $ 6,355,277 $ - $ - $320,054
Cash 3,004,059 2,806,218 42,896 69,196
Federal 2,466,805 326,655 - 16,885
Sub-Total Revenues and Transfers-In 11,826,141 3,132,873 42,896 406,135
Expenditures/Expenses and Transfers-Out
General Funded 6,683,550 - - 366,286
Cash Funded 2,930,801 2,163,743 39,164 51,726
Federally Funded 2,464,214 326,628 - 16,885
Expenditures/Expenses and Transfers-Out 12,078,565 2,490,371 39,164 434,897
Excess of Revenues and Transfers-In Over
(Under) Expenditures and Transfers-Out - Budget Basis (252,424) 642,502 3,732 (28,762)
BUDGETARY BASIS ADJUSTMENTS:
(Increase)/Decrease in TABOR Refund 13,928 - - -
Increase/(Decrease) for Unrealized Gains/Losses 24,422 34,483 - 10,631
Increase for Budgeted Non-GAAP Expenditures 1,422 32,815 - -
Increase/(Decrease) for GAAP Expenditures Not Budgeted 100,191 (7,766) - 16,629
Increase/(Decrease) for GAAP Revenue Adjustments (100,332) 44 - (16,628)
Increase/(Decrease) for Non-Budgeted Funds - - - -
Excess of Revenues and Transfers-In Over
(Under) Expenditures and Transfers-Out - GAAP Basis (212,793) 702,078 3,732 (18,130)
GAAP BASIS FUND BALANCES:

FUND BALANCE, JULY 1 257,151 1,569,532 5,742 401,728
Prior Period Adjustments (15,880) - - -

FUND BALANCE, JUNE 30 $ 28,478  $2,271,610 $ 9,474  $383,598
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PROPRIETARY FIDUCIARY ACCOUNT GROUPS
FUND TYPES FUND TYPES
GENERAL GENERAL  COLLEGE AND TOTAL
INTERNAL TRUST & FIXED LONG-TERM  UNIVERSITY PRIMARY
ENTERPRISE  SERVICE AGENCY ASSETS DEBT FUNDS GOVERNMENT
$ - % - $ - $ - $ - $ - $ 6,675,331
518,957 212,422 482,717 - - 1,385,176 8,521,641
65,519 - 14,686 - - - 2,890,550
584,476 212,422 497,403 - - 1,385,176 18,087,522
- - - - - - 7,049,836
486,962 201,685 383,459 - - 1,354,275 7,611,815
62,663 - 14,570 - - - 2,884,960
549,625 201,685 398,029 - - 1,354,275 17,546,611
34,851 10,737 99,374 - - 30,901 540,911
- - - - - - 13,928
(5,145) 712 26,348 - - (2,147) 89,304
1,608 79 - - - - 35,924
(19,015) (3,075) 5 - - (10) 86,959
- - - - - - (116,916)
- - 160,190 86,518 - 253,981 500,689
12,299 8,453 285,917 86,518 - 282,725 1,150,799
96,894 18,618 2,694,833 1,849,389 - 3,546,360 10,440,247
78,769 - 36,697 - - - 99,586
$187,962 $ 27,071 $ 3,017,447 $1,935,907 $ - $ 3,829,085 $ 11,690,632
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NOTE III. OTHER ACCOUNTING DISCLOSURES

A. CASH AND POOLED CASH
Primary Government

The State Treasury acts as a bank for all state agencies, with
the exception of the University of Colorado. Moneys
deposited in the Treasury are invested until the cash is
needed. Interest earnings on these investments are credited
to the General Fund, unless a specific statute directs
otherwise. Where a fund category has a cash deficit, that
deficit has been reclassified to an interfund payable to the
General Fund. The detailed composition of the cash and
investments is shown in the annual Treasurer's Report.

State agencies are authorized by various statutes to deposit
funds in accounts outside the custody of the State Treasury.
Legally authorized deposits include demand deposits and
certificates of deposit. The state's cash management policy
is to invest all major revenues as soon as the moneys are
available within the banking system. Electronic transfers
are used by the state to enhance availability of funds for
investment purposes.

Colorado statutes require protection of public moneys in
banks beyond that provided by the federal insurance
corporations.  The Public Deposit Protection Act in
Colorado Revised Statutes 11-10.5-107(5) requires all
eligible depositories holding public deposits to pledge
designated eligible collateral having market value equal to
at least 102 percent of the deposits exceeding those amounts
insured by federal insurance.

The state maintains accounts for various purposes at
locations throughout the state. Cash balances in these
accounts that are not required for immediate use are
invested in certificates of deposit by the fund custodian or
moved to the state treasurer’s pooled cash investments.

The Cash and Pooled Cash line on the financial statements
includes $3,071.6 million of claims of the state’s funds in
the treasurer’s pooled cash. At June 30, 2001, the
treasurer had invested $2,996.9 million of the pool with
the balance in demand deposits and certificates of deposit.
At June 30, 2001, the state had cash balances in all funds
with a carrying value of $2,035.2 million. The state
categorizes its cash into three categories as to its risk:

e Category 1 is federally insured deposits, or deposits
fully collateralized with securities held by the state or
its agent in the state's name.

e Category 2 is deposits uninsured but fully collater-
alized with securities held by the pledging financial
institution's trust department or agent in the state's
name.

e Category 3 is uncollateralized. This includes any
bank balance that is collateralized with securities held

by the pledging financial institution, or by its trust
department or agent, but not in the state's name.

The bank balances of these funds are categorized by risk as
follows:

Risk Bank Balance
Category June 30

1 $ 838,701,166

2 1,156,196,273

3 6,826,883

TOTAL $ 2,001,724,322

Component Units

At December 31, 2000, the Colorado Water Resources
and Power Development Authority had federally insured
cash deposits with a bank balance of $14,750 and deposits
collateralized in single institution pools of $21,321,972.

At December 31, 2000 the Denver Metropolitan Major
League Baseball Stadium District had federally insured
cash deposits with a bank balance of $30,078. They also
had $6,008,006 in money market funds invested in
obligations of the U.S. Government or its agencies. The
money market funds are carried at cost, which approx-
imates market value.

B. NONCASH TRANSACTIONS IN THE
PROPRIETARY FUND TYPES

In the proprietary fund types, noncash transactions occur
that do not affect the Combined Statement of Cash Flows,
All Proprietary Fund Types and Similar Trust Funds and
Discretely  Presented ~ Component  Units.  These
transactions are summarized at the bottom of the
statement and are explained as follows:

Enterprise Funds:

* The Guaranteed Student Loan Program (GSLP)
recorded a $647,636 loss on disposal of equipment
due to a change in its fixed asset capitalization
threshold. The GSLP also acquired fixed assets
valued at $178,373 by entering a capital lease.

e The Colorado State Lottery recorded a $37,217 loss
on disposal of fixed assets.

e The State Nursing Homes received fixed assets
costing $38,841 from the General Fixed Assets
Account Group, which were funded by the Capital
Projects Fund. The General Fixed Asset Account
Group does not have a statement of operations;
therefore, no matching transfer out is shown on the
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financial statements. The State Nursing Homes also
acquired fixed assets valued at $3,759 by entering a
capital lease.

e The State Fair Authority received fixed assets costing
$302,289 from the General Fixed Assets Account
Group, which were funded by the Capital Projects
Fund. On its investments not held by the state
treasurer, the State Fair Authority recorded a gain of
$12,225 for the unrealized net change in fair value of
investments. The Authority also reported a loss on
disposal of fixed assets of $23,456.

*  The Colorado Student Obligation Bond Authority re-
corded a loss of $7,760,945 for the unrealized net
change in fair value of investments.

Internal Service Funds:

* Central Services acquired fixed assets, primarily
motor vehicles, valued at $12,425,573 by entering
capital leases. Central Services also reported losses
on disposal of fixed assets of $674,425.

Nonexpendable Trust Funds:

* The State Lands Fund recorded a gain of
$14,300,939 for unrealized net change in fair value of
investments on those investments individually held
for the fund.

e The Controlled Maintenance Trust Fund recorded a
gain of $10,114,411 for the unrealized net change in
fair value of investments on those investments
individually held for the fund.

* The Tobacco Settlement Fund recorded a gain of
$2,059,380 for the unrealized net change in fair value
of its individually held investments.

Nearly all proprietary type funds also recorded unrealized
gains on the investments underlying the treasurer’s pooled
cash in which they participate. The unrealized gains on the
Treasurer’s pool are shown as increases in cash balances.
The unrealized gains/losses on investments individually
held are shown as increases/decreases in investment
balances, and therefore, are reported as noncash
transactions. Note III-G shows the combined effect of these
two sources of unrealized gains/losses.

C. RECEIVABLES
Primary Government

The taxes receivable of $1,105.5 million shown on the
Combined Balance Sheet - All Fund Types, Account
Groups results from the recording of self-assessed taxes on
the modified accrual basis. The other receivables of $998.3
million are net of a deduction of $78.9 million in allowance
for doubtful accounts.

Component Units

The Colorado Water Resources and Power Development
Authority had loans receivable of $514.8 million and
$436.1 million at December 31, 2000 and 1999,
respectively. During 2000 the Authority made new loans of
$102.3 million and canceled or received repayments for
existing loans of $23.7 million.

The University of Colorado Hospital Authority has a signi-
ficant concentration of patient accounts receivable with
Medicare (25 percent), Medicaid (10 percent), managed
care including Blue Cross (44 percent), and other
commercial insurance (11 percent). However, the
authority’s management does not believe there are credit
risks associated with these payers. Further, the authority
continually monitors and adjusts its reserves and allowances
associated with these receivables.

Net patient-service revenue under the Medicare and
Medicaid programs in Fiscal Year 2000-01 and 1999-00
were approximately $123.0 million and $106.9 million,
respectively. Medicaid, Medicare, and other third-party
payer programs reimburse providers at rates generally less
than the Hospital’s billing rates. Net patient-service
revenue is adjusted for these differences and is reported at
the estimated net realizable amounts from patients, third-
party payers, and others for services rendered, including
estimated retroactive adjustments under reimbursement
agreements with  third-party  payers. Retroactive
adjustments are accrued on an estimated basis in the period
the related services are rendered and adjusted in future
periods, as final settlements are determined.

The hospital reports pledges at their net present value. As a
result, three pledges totaling $65 million were discounted at
rates ranging from 4.25 percent to 5.88 percent and are
reported as receivables in the amount of $46.1 million.

D. INVENTORY

Inventories of $14.37 million in the General Fund at June
30, 2001, consisted of $8.60 million of consumable and
supplies inventories, and $5.77 million of food donated to
the Department of Human Services.

E. PREPAIDS, ADVANCES, AND DEFERRED
CHARGES

In the General Fund, this account consists primarily of
Medicaid payments in advance made to mental health and
health care providers by the Department of Health Care
Policy and Financing.  Charges in the College and
University Funds related to summer school are deferred to
Fiscal Year 2001-02 to match the deferral of summer school
tuition.



» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

F. INTERFUND BALANCES

Individual interfund receivable and payable balances at June 30, 2001, were:

(Amounts in Thousands)

Fund

General Fund

Special Revenue Funds
Highway
Wildlife
Labor
Gaming
Water Projects
Capital Projects Funds

Enterprise Funds
Guaranteed Student Loan
State Lottery
State Nursing Homes
Prison Canteens
Correctional Industries
Other Enterprise Activities

Internal Service Funds
Central Services
Telecommunications
Capitol Complex
Administrative Hearings

Expendable Trust Funds
Unemployment Insurance
State Treasurer
Severance Tax Fund
Land Board
Victims Compensation
Scholars Choice
Conservation Trust Fund
Other Expendable Trusts

Nonexpendable Trust Funds

State Lands

Other Nonexpendable Trusts
Agency Funds

Revenue

Treasury

Other Agency Funds
College and University Funds

Unrestricted

Restricted

Loan

Endowment

Unexpended Plant Fund

Retirement of Indebtedness

Investment in Plant

Agency

Totals

G. INVESTMENTS
Primary Government

The state holds investments both for its own benefit and as
an agent for certain entities as provided by law. The state
does not invest its funds with any external investment pool;
rather, funds not required for immediate payments are
administered by the authorized custodian of the funds or
pooled and administered by the state treasurer (See Note
11I-H.)

Interfund Interfund
Receivables Payables
$ 49,610 $ 34,584
8,697 422
2,022 29
372 -
9,838 41,677
194 26,263
3,427 2,666
588 841
20,056
1 -
- 1
618 115
- 609
92 -
8 -
4 -
7 -
- 1,083
16,129 -
33,897 -
- 3,553
- 25
8,020 -
- 131
127 -
10 -
1,039 15,268
10,025 -
300 2
29,751 8,160
5,655 8,473
150 7,415
4,825 5,416
- 147
- 8,345
9 134
$ 185,415 $ 185,415

The fair value of the state’s investments are determined
from quoted market prices except for money market
investments that are reported at amortized cost which
approximates market.

The following schedule reconciles deposits and investments
to the financial statements for the primary government:
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(Amounts in Thousands)

Carrying
Footnote Amounts Amount
Deposits (Note III-A) $ 2,035,216
Investments 5,805,118
Total $ 7,840,334
Combined Balance Sheet Amounts
Net Cash and Pooled Cash $ 4,824,917
Add: Warrants Payable Included in Cash 216,206
Total Cash and Pooled Cash 5,041,123
Add: Investments 2,799,211
Total $ 7,840,334

The calculation of realized gains and losses is independent
of the calculation of the net change in the fair value of
investments. Realized gains and losses on investments held
in more than one fiscal year and sold in the current year
were included as a change in the fair value of investments in
those prior periods. Realized gains from the sale of
investments related to the Treasurer’s pooled cash were
$743,157 for Fiscal Year 2000-01.  Excluding the
Individual Investment Trust Fund, the Deferred
Compensation Plan, and the Defined Contribution Plan, the
state realized $2,935,340 of net gains from the sale of
investments of other funds during Fiscal Year 2000-01.

The state treasurer maintains an agency fund for the Great
Outdoors Colorado Program (GOCO), a related party. At
June 30, 2001 and 2000, the treasurer had $34.02 million
and $31.7 million at fair value, respectively, of GOCO’s

funds on deposit and invested. The treasurer also maintains
an individual investment trust fund for the Colorado
Compensation Insurance Authority (CCIA), a related party.
At June 30, 2001 and 2000, the treasurer had $927.2
million and $770.1 million at fair value, respectively, of
CCIA’s funds on deposit and invested.

Colorado Revised Statutes 24-75-601.1 authorizes the type
of investments that the state may hold. In general, the
statute requires securities that are of the highest quality as
determined by national rating agencies, those guaranteed by
another state or the federal government, or a registered
money market fund whose policies meet criteria set forth in
the statute. The state may also enter securities lending
agreements that meet certain collateralization and other
requirements.

The state categorizes the custodial risks of its investments
into the following categories:

. Category A is those investments that are insured or
registered securities held by the state or its agent in the
state's name.

. Category B is those investments that are uninsured and
unregistered, with securities held by the counterparty’s
trust department or agent in the state’s name.

. Category C is those investments that are uninsured and
unregistered, with securities held by the counterparty
or its agent, but not in the state’s name.

Mutual funds and certain other investments are not
categorized as to custodial risk because ownership is not
evidenced by a security. The following table lists the state's
investments by type and risk category:

(Amounts in Thousands)

Risk Category Total

Type of Investment* A B C Fair Value
U.S. Government Securities $ 2,018,280 ¢$ 19,435 $ 7,306 $ 2,045,021
Bankers' Acceptance 49,567 - - 49,567
Commercial Paper 409,318 4,513 - 413,831
Corporate Bonds 1,030,482 - 1,420 1,031,902
Corporate Securities 7,640 - 11,137 18,777
Repurchase Agreements 3,409 266 - 3,675
Asset Backed Securities 1,296,644 - 573 1,297,217

Subtotal $ 4,815340 $ 24,214 $ 20,436 4,859,990
Uncategorized 945,128

Total $ 5,805,118

*Note: Amounts include the treasurer’s pool and individual investment accounts.
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The following schedule shows the state’s net unrealized
gains and (losses) by fund category for Fiscal Years 2000-
01 and 1999-00. The schedule excludes the Deferred
Compensation Plan, an expendable trust fund, the

individual investment trust fund managed for the Colorado
Compensation Insurance Authority, and agency funds
because realized and unrealized gains of these funds are
not available to the state’s programs.

(Amounts in Thousands)
Gain/(Loss)

Fund Type

General Fund

State Lands

Labor

Highway (Special Revenue)
Controlled Maintenance Trust
Capital Construction

Tobacco Litigation Settlement Trust

State Education Fund

Water Conservation Construction

Wildlife

Colorado Gaming Fund
Tobacco Litigation Settlement
Severance Tax Trust Fund

Guaranteed Student Loan Program

Other Expendable Trusts

State Employee Group Insurance

Colorado Lottery Fund
Correctional Industries
Other Nonexpendable Trusts
Unexpended Plant Funds
State Nursing Homes
Highway (Internal Service)
State Fair Authority
Treasurer's Expendable Trust
Business Enterprise Program
Victims Compensation

Loan Fund

Current Funds - Unrestricted
Retirement of Indebtedness
Renewal and Replacement
Current Funds - Restricted
Scholars Choice

Student Obligation Bond Authority

Endowment Fund
Totals

Component Units

Colorado statutes specify investment instruments meeting
defined rating and risk criteria in which governmental
units may invest. The risk criteria are defined the same as
for the primary government.

Investments of the University of Colorado Hospital
Authority are reported at fair values which are based on

Fiscal Year Fiscal Year
2000-01 1999-00
$ 24,422 $ (9,774)
14,644 (6,916)
12,546 (1,222)
11,224 (3,294)
10,833 (4,645)
10,631 (3,450)
2,630 327
2,614 -
2,325 (745)
2,217 (731)
1,813 (529)
1,745 (642)
1,290 (507)
1,270 (419)
692 (192)
660 (197)
608 (188)
104 (25)
92 (5)
90 (170)
60 (19)
52 (16)
29 (10)
23 (7)
9 (3)
2 -
(65) 9
(235) (260)
(409) 11
(1,241) 861
(1,247) (306)
(3,871) -
(7,223) 5,411
(9,864) (4,353)
$ 78,470 $ (32,006)

quoted market prices, if available, or estimated using
market prices for similar securities. Interest, dividends,
and realized and unrealized gains and losses are based on
the specific identification method and are included in non-
operating income when earned.
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The hospital uses interest rate swap agreements to manage
interest costs and risks associated with changing interest
rates. At June 30, 2001, the hospital was party to two swap
agreements having notational amounts of $50 million and
$72 million. The fair value of the swaps was $1,644,000

and ($91,000), respectively, based on the gross unrealized
market gain/loss. Gains and losses are reported in income,
as the agreements do not qualify for hedge accounting. Both
interest rate swaps are scheduled to terminate in 2006.

The following table lists the component units' investments by type and risk category:

(Amounts in Thousands)

Risk Category

Total

Type of Investment A B c Fair Value
U.S. Government Securities $ 93,484 $ - $ 9,980 $ 103,464
Repurchase Agreements - - 231,419 231,419
Corporate Bonds 48,374 - - 48,374
Equity Securities 33,172 - - 33,172
Other 1,339 - - 1,339

Subtotal $ 176,369 $ - $ 241,399 417,768
Uncategorized 87,249

Total $ 505,017

H. TREASURER’S INVESTMENT POOL

Participation in the treasurer’s pool is mandatory for all
state agencies with the exception of the University of
Colorado. The treasurer determines the fair value of the
pool’s investments at each month-end for performance
tracking purposes. Short-term realized gains and losses and
interest earnings, adjusted for amortization of premium and
discounts, are distributed monthly prorated to the average of
the participant’s daily balance during the month if the
participant is authorized to receive interest and investment
earnings by statute.

Colorado Revised Statutes 24-36-113 authorizes the state
treasurer to enter collateralized securities lending
agreements. During Fiscal Year 2000-01, the treasurer
loaned U.S. government, federal agencies’ securities, mort-
gage pools, and collateralize mortgage obligation securities,
held for the Colorado Compensation Insurance Authority to
Morgan Stanley. The treasurer also loaned U.S.
government and federal agencies securities held for the
Colorado Treasury Pool, the State Lands Nonexpendable
Trust Fund, Labor Fund and the Controlled Maintenance
Trust Fund to Deutsche Bank. Morgan Stanley and
Deutsche Bank pay the treasurer an agreed upon fee for use
of these securities. Collateral is deposited and held in a
custodial bank.

Currently, collateral held by the custodial bank includes A-
rated or better domestic corporate bonds, mortgage pools,
U.S. treasuries, and federal agencies securities. Corporate
securities held as collateral must equal at least 105 percent
of the market value of the loaned securities, while
government securities must equal at least 102 percent of the
market value. The treasurer does not have the authority to
pledge or sell collateral securities without borrower default
nor does the treasurer accept cash as collateral.

Morgan Stanley, acting as the principal, and Deutsche
Bank, acting as agent and fiduciary, are directly responsible
for safeguarding the assets. Each carries a financial
institution bond that is substantially more than the amount
required by the New York Stock Exchange. On June 30,
2001, the market value of securities on loan from the
Colorado Compensation Insurance Authority account was
$402,785,761. The market value of the collateral securities
pledged was $413,167,592. At June 30, 2001, the market
value of the securities on loan from the other four funds was
$1,472,526,058, and the market value of the related pledged
collateral was $1,613,660,159.
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I. PROPERTY, PLANT, AND EQUIPMENT

Primary Government

A summary of fixed assets by account groups and fund types at June 30, 2001, follows:

(Amounts in Thousands)

General
Fixed Assets Internal College &
Account Enterprise Service Fiduciary University
Group Funds Funds Funds Funds Totals
Land and Improvements $ 243,602 $ 9,216 $ - $ 7,574 $ 229,170 $ 489,562
Buildings and Improvements 1,208,803 27,916 847 59 2,127,195 3,364,820
Equipment 318,638 33,116 126,351 355 519,139 997,599
Library Books and Holdings 4,102 - - 5,130 307,216 316,448
Construction in Progress 147,746 526 - 364,259 512,531
Other 13,016 60 16,978 - 1,847 31,901
Less: Accumulated Depreciation - (37,316) (90,335) - (1,494) (129,145)
Totals $ 1,935,907 $ 33,518 $ 53,841 $ 13,118 $ 3,547,332 $ 5,583,716
A statement of changes in general fixed assets for the year ended June 30, 2001, is shown below:
(Amounts in Thousands)
Beginning Ending
Balance Balance
July 1 Additions Deductions Reclassifications June 30
Land and Improvements $ 233,056 $ 18,137 $ 7,591 $ - $ 243,602
Buildings and Improvements 1,140,669 10,818 23,169 80,485 1,208,803
Equipment 313,230 21,028 15,620 - 318,638
Library Books and Holdings 4,023 91 12 - 4,102
Construction in Progress 145,490 82,741 - (80,485) 147,746
Other 12,921 95 - — 13,016
Totals $ 1,849,389 $ 132,910 $ 46,392 $ - $ 1,935,907

The Department of Revenue, Department of Regulatory
Agencies, and Department of Corrections removed fixed
assets with values below the state’s $5,000 capitalization
threshold in Fiscal Year 2000-01 resulting in larger than
normal fixed asset deductions.

Component Units

The Colorado Water Resources and Power Development
Authority reported furniture and fixtures, net of accum-
ulated depreciation, of $37,617 at December 31, 2000.

The Denver Metropolitan Major League Baseball Stadium
District reported land and improvements, buildings, and
other property and equipment, of $175.2 million and
$179.6 million, net of accumulated depreciation, at
December 31, 2000 and 1999, respectively.

At June 30, 2001, the University of Colorado Hospital
Authority reported gross amounts for land, buildings and
improvements of $309.1 million, equipment of $131.8
million, and construction in progress of $3.9 million.
Accumulated depreciation related to these fixed assets
was $135.0 million.

J. OTHER LONG-TERM ASSETS

In the governmental funds, the state has reserved the fund
balance for long-term assets and long-term loans receivable.
The loans in the Special Revenue Fund are made to local
entities by the Water Conservation Board for the purpose of
constructing water projects in the state. These loans are
made for periods ranging from 10 to 40 years at interest
rates of 2 to 7 percent. The loans require the local entities
or districts to make a yearly payment of principal and
interest.

K. FUND BALANCE DEFICITS

The deficit of $457.9 million in unreserved undesignated
fund equity of the General Fund is related to recording a
liability of $927.20 million for excess-revenue refunds
under Article X, Section 20 (TABOR) of the State
Constitution. Due to delayed recognition of excess-revenue
refunds under the state’s budgetary basis, legal compliance
was achieved. (See Note II-A and II-D.)
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The Capitol Complex Fund, an internal service fund, had a
retained earnings deficit of $163,688 and $291,469
respectively at June 30, 2001, and June 30, 2000.

The State Fair Authority, an enterprise fund, had a retained
earnings deficit of $918,671 and $2,043,385 respectively at
June 30, 2001, and June 30, 2000.

L. PRIOR PERIOD ADJUSTMENTS
Primary Government

On the Combined Statement of Revenues, Expenditures,
and Changes in Fund Balances — All Governmental Fund
Types and Expendable Trust Funds the beginning fund
balance of the General Fund decreased by $15,880,218.
This reduction occurred because the Department of Health
Care Policy and Financing determined that amounts
recorded as receivable from the federal government were
not valid and were the result of accounting errors made in
prior years.

In addition, the beginning fund balance of the Expendable
Trust Funds on the Combined Statement of Revenues,
Expenditures, and Changes in Fund Balances — All
Governmental Fund Types and Expendable Trust Funds
increased by $36,697,485 due to the first-time inclusion of
the Colorado Student Obligation Bond Authority (CSOBA)
college savings plan (commonly referred to as the Scholar’s
Choice Program). The Authority became a state agency on
July 1, 2000.

On the Combined Statement of Revenues, Expenses, and
Changes in Fund Equity — All Proprietary Fund Types and
Similar Trust Funds, the beginning fund equity of the
Enterprise Funds increased by $78,769,361 as a result of the
CSOBA becoming a state agency. This amount represents
the fund equity on July 1, 2000 of CSOBA’s bond
activities, prepaid tuition program, and administrative
activities.

On the Combined Statement of Changes in Fund Balance —
All Colleges and University Funds the beginning fund
balance of the Unexpended Plant and Investment in Plant
Funds decreased by $5,361,704 and $6,052,972,
respectively. Both adjustments were accounting errors
related to capitalizing reimbursed plant expenditures funded
by the University of Colorado Hospital Authority, a
component unit.

M. FUND EQUITY

In the Capital Projects Fund, the Reserve for Statutorily
Specified Amounts includes the fund equity of the
Corrections Expansion Reserve. In the Trust and Agency
Funds, the Reserve for Statutorily Specified Amounts is the

portion of the Controlled Maintenance Trust Fund balance
reserved for emergencies under Article X, Section 20, of the
State Constitution. Fund equities reserved for statutorily
specified amounts in the General Fund at June 30, 2001,
are:

(Amounts in Thousands)

General
Reserved For Fund
Severance Tax 55,600
Hazardous Substances Response 37,036
Employment Support Fund 32,951
Public Safety Communications 31,723
Family Issues Cash Fund 25,309
Uninsurable Health Insurance Plan 24,731
Mineral Leasing 23,528
Species Conservation 16,464
Children's Basic Health Plan 16,320
Energy Conservation 13,058
Petroleum Storage Tank Fund 11,695
Workers' Compensation Cash 10,608
State Public School Fund 10,125
Natural Resources Damage Recovery 10,042
Aviation Fund 9,393
Risk Management Liability Fund 8,354
Contigous County Limited Gaming Impact 7,902
Hazardous Substance Settlement 7,651
Risk Management Workers' Compensation Fund 6,373
Economic Development Fund 5,923
Old Age Pension Stabilization 5,000
Secretary of State Fees 4,716
Division of Registrations Cash Fund 4,229
Read-To-Achieve Cash Fund 4,129
Offender Services 4,049
Disaster Emergency Fund 3,046
Brand Inspection Fund 2,953
Public Employees Social Security 2,730
Drug Offender Surcharge Fund 2,705
Wildlife Parks & Outdoor Recreation 2,684
Alcohol Driver Safety 2,224
Motor Carrier Safety Program 1,968
Unemployment Revenue Fund 1,952
Disabled Telephone Users Fund 1,864
Off Highway Vehicles 1,719
Department of Law-Custodial Funds 1,704
Uniform Consumer Credit Code 1,695
Gear Up Scholarship Trust Fund 1,640
Waste Tire Recycling Fund 1,468
Oil & Gas Conservation Fund 1,375
Environmental Response Fund 1,241
Colorado Children's Trust Fund 1,231
Tobacco Program Fund 1,208
Infant Immunization Fund 1,197
Arts In Public Places Fund 1,192
Risk Management Property Fund 1,177
Federal HUD Reserved Operating 1,068
Central Information System 1,048
Fixed Utilities 1,037
State Rail Bank Fund 1,014
Other Statutory Programs 34,002
Subtotal 464,051
Less Unrealized Gains Included Above 5,372
Total Statutorily Specified Amounts $ 458,679
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N. TRANSFERS BETWEEN FUNDS

In addition to the operating transfers shown below, residual
equity transfers were made to the proprietary funds from the
governmental funds and the General Fixed Assets Account
Group. In the proprietary funds, these transfers are shown as
"Additions To Contributed Capital" in the fund equity
section of the Combined Statement of Revenues, Expenses,
and Changes in Fund Equity, All Proprietary Fund Types,
Similar Trust Funds, and Discretely Presented Component
Units in the amount of $341,131. This amount comprises
the following transactions:

e The State Nursing Homes, an enterprise fund,
received $38,841 of fixed assets from the General

Fixed Assets Account Group that were funded by the
Capital Projects Fund and were shown as additions
to contributed capital. The account group does not
have an operating statement; thus, there is not a
corresponding transfer-out.

The State Fair Authority, an enterprise fund, received
$302,289 of fixed assets from the General Fixed
Asset Account Group that were funded by the
Capital Projects Fund and are shown as additions to
contributed capital.

Operating transfers between funds for the fiscal year ended June 30, 2001, were as follows:

Transfers-In to the:
State
(Amounts in Thousands) General Higher Water Debt Capital Nursing
Fund Education Highway Wwildlife Projects Service Projects Homes

Transfers-Out of the:
General Fund $ - $ 728,356 $ - $ 6,069 $ - $ 287,465 $ 260
Higher Education 3,368
Special Revenue Funds

Highway 21,398 37,211 4,421

Wildlife 3,952 12,118

Labor 480

Gaming 36,853 79

Water Projects 2,328

Tobacco Litigation Settlement 33,433 6,335
Capital Projects 17,179 178,591 5,382
Enterprise Funds

Guaranteed Student Loan 88

State Lottery 348 7,928

State Nursing Homes 96

Prison Canteens 70 256

Correctional Industries 500

Other Enterprise Activities 139 583
Internal Service Funds

Central Services 1,487

General Govt Computer Center 313

Telecommunications 560

State Employees & Officials Insurance 286

Capitol Complex 249
Expendable Trust Funds

State Treasurer 16,746

Severance Tax Trust 19,600 19

Land Board 31,356 63

Victims Compensation 2,003

Deferred Compensation 14

Other Expendable Trust 4
NonExpendable Trust Funds

State Lands 2,042 188

Controlled Maintenance 17,808

Other NonExpendable Trust
Total Transfers-In $ 194,892 $ 913,533 $ 69,552 $ 7,928 $ 6,088 $ 42,593 $322,730 $ 260
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Tobacco
Other Litigation Other Total

Correctional Central Telecom- Public Land Conservation Expendable State Settlement Nonexpendable Transfers-
Industries Services munications Safety Board Trust Trust Lands Trust Trust Out

$ 4 $ - $ - $108 $ - $ - $ 65 $ - $ - $ - $ 1,022,927

3,368

301 63,331
5,000 21,070

480
42,021
2,328
29,941 69,709

4,512 269,527

88
31,714 39,990

96
326
500
722

1,487
313
560
286

115 364

63 16,809
19,619
750 32,169
2,003

14
11 15

40 2,270
17,808
33 33

s 4 $ 115 $ 4,512 $ 409 $ 51 $ 31,714 $ 98 $ 813 $ 29,941 $ 5,000 1,630,233

Higher Education Transfer to General Fund in Net Operating Transfers From State Funds 3,368

Total Transfers In and Out per Financial Statements. $ 1,626,865
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O. SEGMENT INFORMATION
Primary Government

The principal activities of the state’s enterprise funds are the
guaranteed student loan program, the lottery, the business
enterprise program, the state’s nursing homes, enterprises
at the state’s prisons, the state fair, and the activities of the
Colorado Student Obligation Bond Authority.

The guaranteed student loan program guarantees loans
made by private lending institutions, in compliance with
operating agreements with the U.S. Department of
Education, to students attending postsecondary schools.

The State Lottery encompasses the various lottery and lotto
games run under state statute. The net proceeds of the
lottery are distributed to the Great Outdoors Colorado
program (a related party), the conservation trust fund, and
the general fund. The funds are used primarily for open
space purchases and recreational facilities throughout the
state.

The business enterprise program assists the visually
impaired in operating businesses, such as cafeterias, in state
office buildings.

The state nursing homes provide nursing home and retire-
ment care to the elderly. The state's nursing homes are
located at Homelake, Walsenburg, Florence, Rifle, and
Trinidad.

Enterprise activities at the state's prisons include canteen
sales to prisoners and the sale of manufactured goods and
farm products produced by convicted criminals
incarcerated in the state's prison system.

The State Fair Authority operates the Colorado State Fair,
and other events, at the state fairgrounds in Pueblo.

The Colorado Student Obligation Bond Authority became
a state agency during Fiscal Year 2000-01. It issues
revenue bonds to originate and purchase student loans.
The Authority also operates a prepaid tuition program
designed to keep pace with average tuition inflation in
Colorado.

Segment information for the enterprise funds of the state for the year ended June 30, 2001, is:

(Amounts in Thousands)

GUARANTEED BUSINESS STATE
STUDENT STATE ENTERPRISE NURSING PRISON
LOAN LOTTERY PROGRAM HOMES CANTEENS
Operating Revenue $ 65,359 $ 350,830 $ 624 $ 20,708 $10,343
Federal Grants and
Contracts 55,946 - 730 5,987 -
Depreciation / Amortization 568 603 93 542 89
Operating Income (Loss) 1,635 78,084 (704) (886) 1,624
Operating
Transfers-In - - - 260 -
Transfers-(Out) (88) (39,990) - (96) (326)
Net Income (Loss) 1,547 680 53 (467) 1,338
Additions to
Contributed Capital - - - 39 -
Working Capital 50,418 653 561 2,983 5,818
Increase(Decrease) in Net
Property, Plant, and Equip (1,009) (340) (8) (153) (34)
Total Assets 60,519 41,646 929 10,535 7,653
Bonds and Other Long-
Term Liabilities 1,231 920 44 768 63
Fund Equity 50,646 1,912 794 9,121 7,149
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STUDENT
CORREC- STATE OBLIGATION OTHER
TIONAL FAIR BOND ENTERPRISE
INDUSTRIES  AUTHORITY  AUTHORITY  ACTIVITIES  TOTALS
$ 35,538 $ 6,875 $ 66,932 $ 5,055 $ 562,264
- - - 2,855 65,518
1,160 816 1,087 78 5,036
1,182 (1,611) 9,605 (755) 88,174
4 - - - 264
(500) - - (722) (41,722)
893 (889) 9,605 (802) 11,958
- 302 - - 341
12,585 (419) 702,716 542 775,857
(628) (511) 2,175 (40) (548)
22,283 8,935 866,484 5,119 1,024,103
749 2,094 765,517 79 771,465

19,968 5,374 88,374 4,624 187,962
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Component Units

The Colorado Water Resources and Power Development
Authority's purpose is to initiate, acquire, construct,
maintain, repair and operate, or cause to be operated,
projects for the protection, preservation, conservation,
upgrading, development and utilization of the water
resources of the state.

The Denver Metropolitan Major League Baseball Stadium
District includes all or part of the six counties in the
Denver metro area. The District was created for the
purpose of acquiring, constructing and operating a major
league baseball stadium. The District levied a sales tax of
one-tenth of one percent throughout this District for a
period not to exceed 20 years for this purpose. However,
the District discontinued the sales tax levy on January 1,
2001 after it defeased all outstanding debt. A portion of
this tax is shown as taxes receivable on the Combined
Balance Sheet — All Fund Types, Account Groups, and
Discretely Presented Component Units.

CONDENSED BALANCE SHEET
ALL DISCRETELY PRESENTED COMPONENT UNITS

University Hospital is a nonsectarian, general acute care
regional hospital, with seven outpatient clinics and a home
therapy unit, operated by the University of Colorado
Hospital Authority. It is the teaching hospital of the
University of Colorado Health Sciences Center. The
hospital's mission is to provide education, research and a
full spectrum of primary, secondary and tertiary health
care services to the Denver metropolitan area and the
Rocky Mountain Region.

The Colorado Uninsurable Health Insurance Plan is a non-
profit public entity created to provide access to health
insurance for those Colorado residents who are unable to
obtain health insurance, or unable to obtain health insurance
except at prohibitive rates or with restrictive exclusions.

DOLLARS IN TRUST & PENSION
THOUSANDS AGENCY TRUST FUND PROPRIETARY FUND TYPES

COLORADO DENVER COLORADO

WATER METROPOLITAN WATER COLORADO
RESOURCES UNIVERSITY MAJOR LEAGUE  UNIVERSITY RESOURCES UNINSURABLE
AND POWER OF COLORADO BASEBALL OF COLORADO AND POWER HEALTH
DEVELOPMENT HOSPITAL STADIUM HOSPITAL DEVELOPMENT INSURANCE

AUTHORITY AUTHORITY DISTRICT AUTHORITY AUTHORITY PLAN TOTAL
ASSETS:
Current Assets $ 9,432 $ b $ 12,776 $ 150,554 $ 104,460 $ 3,965 $ 281,187
Investments 172,970 76,267 b 116,150 139,630 - 505,017
Property, Plant and Equip., net - - 175,169 309,770 38 2 484,979
Other Long-Term Assets - - 395 10,047 490,381 - 500,823
Total Assets $ 182,402 $ 76,267 $ 188,340 $ 586,521 $ 734,509 $ 3,967 $ 1,772,006
LIABILITIES:
Current Liabilities $ 139,692 $ - $ 12 $ 60,251 $ 53,210 $ 2,905 $ 256,070
Notes and Bonds Payable - - - 232,861 447,309 - 680,170
Other Long-Term Liabilities - - - 6,908 5,042 - 11,950
Total Liabilities 139,692 - 12 300,020 505,561 2,905 948,190
FUND EQUITY:
Contributed Capital - - 386 - 144,532 - 144,918
Retained Earnings - - 187,942 286,501 84,416 1,062 559,921
Fund Balances:

Unreserved - Designated 42,710 76,267 - - - - 118,977

Total Fund Equity 42,710 76,267 188,328 286,501 228,948 1,062 823,816
Total Liabilities and Fund Equity  $ 182,402 $ 76,267 $ 188,340 $ 586,521 $ 734,509 $ 3,967 $ 1,772,006
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CONDENSED STATEMENT OF REVENUES, EXPENSES, AND

CHANGES IN FUND EQUITY - ALL DISCRETELY PRESENTED

COMPONENT UNITS - PROPRIETARY FUNDS

DOLLARS IN

DENVER

COLORADO

THOUSANDS METROPOLITAN WATER COLORADO
MAJOR LEAGUE  UNIVERSITY RESOURCES UNINSURABLE

BASEBALL OF COLORADO AND POWER HEALTH

STADIUM HOSPITAL DEVELOPMENT  INSURANCE

DISTRICT AUTHORITY AUTHORITY PLAN TOTAL
OPERATING REVENUES $ 957 $ 329,897 $ 34,824 $ 4,118 $ 369,796
OPERATING EXPENSES:
Depreciation 4,408 23,795 433 2 28,638
Other Operating Expenses 81 296,630 26,486 8,315 331,512
Total Operating Expenses 4,489 320,425 26,919 8,317 360,150
Operating Income/Excess (Loss) (3,532) 9,472 7,905 (4,199) 9,646
Non-Operating Revenues and
(Expenses)/Transfers:
Taxes 37,350 - - - 37,350
Other (4,505) 5,945 - 3,492 4,932
Transfers, net - - 2,663 - 2,663
Total Non-Operating Revenues
and (Expenses)/Transfers 32,845 5,945 2,663 3,492 44,945
Net Income/Change in
Retained Earnings 29,313 15,417 10,568 (707) 54,591
Fund Equity - Beginning of Year 159,015 236,782 192,274 1,769 589,840
Additions (Deductions) to
Contributed Capital - 34,302 26,106 - 60,408
Fund Equity - End of Year $ 188,328 $ 286,501 $ 228,948 $ 1,062 $ 704,839

P. OTHER DISCLOSURES
Primary Government

The Governor’s Office of Innovation and Technology
received on-behalf payments in the amount of $121,900 for
salaries. The Governor’s Office was not legally responsible
for payment of these salaries, and it recorded equivalent
amounts of revenue and expenditure for these payments in
the General Fund. However, these revenues and
expenditures were not included in the Combined Statement
of Revenues, Expenditures, and Changes in Fund Balances
— Budgetary Basis Budget and Actual — General Fund.

The Colorado Medical Services Foundation, a related
organization, was established to support patient billing and
collections for physician fees for the University of Colorado
Health Sciences Center. During Fiscal Years 2000-01 and
1999-00, the university was reimbursed $87.4 million and
$82.1 million, respectively, from the foundation for salaries,
fringe benefits, and related costs. In addition, the
foundation reimbursed the university $1.10 million and $.65
million for professional liability insurance and admin-
istrative costs in Fiscal Year 2000-01 and Fiscal Year 1999-
00, respectively. The foundation also provided the
university with gift funds of $9.4 million in Fiscal Year
2000-01. At June 30, 2001, the foundation owed the
university $260,944, which was related to underpayment of
salaries, fringe benefits, and other operating costs.

The University of Colorado Foundation, Inc., an uncon-
solidated affiliated corporation, was established in 1967 as a
separate corporation to solicit, collect, and invest donations
for the university. The foundation distributed $58.5 million
and $40.1 million to the university in Fiscal Year 2000-01
and 1999-00, respectively. The University of Colorado is
the ultimate beneficiary of substantially all of foundation’s
endowment funds, which included $58.7 million and $62.0
million, respectively, at June 30, 2001 and 2000.

The Colorado State University Foundation was established
to receive, manage, and invest philanthropic gifts to
Colorado State University. During Fiscal Years 2000-01
and 1999-00, the foundation transferred $15.8 and $20.9
million, respectively, to the university.

The Fort Lewis College Foundation was established to
assist in promoting, developing, and enhancing the facilities
and programs of the college. During Fiscal Years 2000-01
and 1999-00, the foundation transferred $972,931 and
$2,293,314 respectively, to the college.

The Adams State College Foundation was established to
provide scholarships and work study grants to students, as
well as, providing program development grants to Adams
State College. The foundation provided $1,001,297 and
$320,869 in scholarships and grants during Fiscal Year
2000-01 and Fiscal Year 1999-00, respectively.



» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

The Mesa State College Foundation was established to
provide financial assistance to Mesa State College students
and to assist the college in serving educational needs. In
Fiscal Year 2000-01, the foundation donated capital assets
valued at $364,000 to the college. The foundation also
authorized the transfer of $433,350 to the college, of which,
$280,105 was due from the foundation at June 30, 2001.

The Metropolitan State College of Denver Foundation, Inc.
was organized and is operated to promote the general
welfare of the Metropolitan State College of Denver. The
foundation provided $1.32 million and $1.15 million of
funding to the college in Fiscal Year 2000-01 and Fiscal
Year 1999-00, respectively. The foundation also reim-
bursed the college $80,136 for services provided by a
college employee.

The Western State College Foundation was established to
aid Western State College in fulfilling its educational
mission. The foundation transferred $1,183,014 to the
college in Fiscal Year 2000-01.

The Community College of Aurora Foundation provides
funding and other resources for the development of the
Community College of Aurora. The foundation reimbursed
the college $506,900 for maintenance costs and transferred
$22,700 to the college for scholarships and grants. At June
30, 2001, $126,725 of the maintenance costs were recorded
as receivable from the foundation.

The Front Range Community College Foundation was
established to aid Front Range Community College in ful-
filling its educational mission. The foundation transferred
$116,474 to the college in Fiscal Year 1999-00 for student
scholarships and instructional program support.

The Morgan Community College Foundation was estab-
lished to promote the advancement of education and edu-
cational facilities at Morgan Community College. The
foundation transferred $144,765 to the college in Fiscal
Year 2000-01 for student scholarships, operations, and cap-
ital purchases.

The Pueblo Community College Foundation was estab-
lished to aid Pueblo Community College in fulfilling its
educational mission. During Fiscal Year 2000-01, the
foundation transferred $165,714 to the college for
scholarships and $848,018 for equipment and building
improvements.

The Red Rocks Community College Foundation was estab-
lished to aid Red Rocks Community College in fulfilling its
educational mission. During Fiscal Year 2000-01, the
foundation sponsored $167,680 of scholarships made by the
college. The college expended $181,450 in support of the
foundation’s staff and operations. The foundation owed the
college $116,858 at June 30, 2001, for scholarships dis-
bursed.

The University of Northern Colorado Foundation, Inc. was
established in February 1966 to promote the welfare,
development, growth, and well being of the University of
Northern Colorado. The foundation donated $3,649,147 to
the university in Fiscal Year 2000-01. At June 30, 2001,
$245,205 was due from the foundation to the university.

The Colorado School of Mines Foundation, Inc. was estab-
lished in 1928 as a separate corporation to benefit the
School of Mines by soliciting, collecting, and investing
donations. During Fiscal Years 2000-01 and 1999-00, the
school received $9,227,972 and $8,313,341, respectively,
from the foundation. The foundation owed the school
$291,442 at June 30, 2001. In the event of the Foundation’s
dissolution, any remaining assets will be transferred to the
Colorado School of Mines.

The Colorado School of Mines Building Corporation was
established in 1976 to build a facility to house the United
States Geological Survey. The Geological Survey leases
the facility from the corporation. The net assets of the
corporation at June 30, 2001, and June 30, 2000 were
$1,890,840 and $1,993,501, respectively.

The Auraria Foundation was established to carry out certain
financial arrangements related to the statutory mission of the
Auraria Higher Education Center (AHEC). During Fiscal
Year 2000-01, the foundation paid AHEC $250,000 for the
construction of a Performing Arts Building. The foundation
reimbursed AHEC $173,655 for managerial and admin-
istrative costs during Fiscal Year 2000-01.

During Fiscal Years 2000-01 and 1999-00, the Department
of Local Affairs distributed $158,024 and $1,125,000,
respectively, to the Colorado Housing and Finance
Authority (CHAFA), a related party. The Fiscal Year 2000-
01 distribution was the final distribution for revenues earned
in prior years, and no amount was due to CHAFA at June
30, 2001.

The Great Outdoors Colorado Board (GOCO) is a
constitutionally created entity whose purpose is to admin-
ister the Great Outdoors Colorado Program and Trust Fund.
The purpose of the program is to promote the wildlife and
outdoor recreation resources of the state using funds it
receives from the Colorado Lottery. During Fiscal Years
2000-01 and 1999-00, the board funded $16,265,615 and
$9,821,345, respectively, of wildlife and parks programs at
the Department of Natural Resources. At June 30, 2001,
GOCO owed the Department of Natural Resources $6.77
million.

Component Units

The University of Colorado Hospital Authority provided
charity care primarily to individuals meeting federal
poverty guidelines valued at $50.2 million and $49.9
million for the years ended June 30, 2001 and 2000,
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respectively. Since, these amounts are not collectible they
are not reported as net patient revenue. However, the
Hospital Authority received a net state appropriation of
$6.7 million and $8.1 million in Fiscal Years 2000-01 and
1999-00 respectively for charity care. In addition, the
hospital participates in the Colorado Disproportionate
Share Hospital Program. The hospital received related
reimbursements from the state of $24.7 and $18.8 million
for the years ended June 30, 2001 and 2000, respectively.

The Hospital Authority and the University of Colorado
Health Sciences Center have developed and received
approval for an Institutional Master Plan to create a new
academic health sciences center over the next 20 to 50
years. The U.S. Department of Education and the U.S.
Army approved the transfer of 186 acres of land and
buildings at the Fitzsimons Army Medical Center to the
University of Colorado in federal Fiscal Year 2002-03.
The Army has conveyed 88 acres under quitclaim deeds in
advance of the official transfer. The quitclaim deeds
include conditions subsequent that if not met provide for
reverting the property to the United States. The Authority
entered a 30-year Ground Lease agreement with the
University of Colorado Regents for 18.4 acres with a one-
dollar annual fee. The agreement provides for renewals
up to 99 years, and with certain exceptions, the Ground
Lease states that the Authority shall own all buildings or
improvements, which it constructs on the property.

Under the Operating Agreement between the University of
Colorado Regents and the University of Colorado
Hospital Authority dated July 1, 1990, the Regents have
entered into contracts with the hospital for the provision
of services in support of programs and operations of the
University of Colorado Health Sciences Center. Amounts
of approximately $27.2 million and $26.6 million were
paid for these services in Fiscal Years 2000-01 and 1999-
00, respectively. Other contracts with the Regents for
storage facilities, student health services, and research
projects resulted in reimbursements of approximately $6.8
million and $7.7 million in Fiscal Years 2000-01 and
1999-00, respectively.

The hospital entered certain provider and network
management agreements with the TriWest. TriWest was
formed to deliver health care services to eligible
beneficiaries of TriCare, formerly CHAMPUS - the
Civilian Health and Medical Program of the Uniformed
Services. On June 27, 1996, the U.S. Department of
Defense awarded TriWest the TriCare contract for a five-
year period that began April 1997. As part of the
agreements, the hospital purchased a minority interest in
TriWest for approximately $3.3 million. This investment

was recorded as “Other Assets” and is accounted for
under the cost method. The hospital agreed to secure a
letter of credit for $4.6 million to cover the hospital’s
share of any potential losses of TriWest. At June 30,
2000, no amounts had been drawn on the letter of credit
and it was terminated in August 2001.

The hospital has contracted with University Physicians,
Inc. (UP]), a related party, for the administration of var-
ious hospital programs and professional laboratory ser-
vices. The hospital and UPI have also entered other joint
arrangements in furthering the missions of both organiza-
tions. Amounts of approximately $23.4 million and $23.0
million were paid for these programs during Fiscal Years
2000-01 and 1999-00, respectively.

The hospital has negotiated with UPI to assume 30
percent participation in the hospital’s investment in
TriWest. The hospital is also negotiating with UPI to
obtain retroactive payment equal to 30 percent of the
hospital’s recently extinguished letter of credit
commitment. In a separate negotiation, UPI has signed a
fee agreement with the Hospital to assume its network
management commitments.

The hospital leases certain employees to the Adult
Clinical Research Center (CRC), a related party, at full
cost and provides overhead and ancillary services for
CRC patients. Charges of approximately $1.45 million
and $1.16 million were billed to CRC for the cost of these
services during Fiscal Years 2000-01 and 1999-00,
respectively. The hospital also leases certain employees
to the Colorado Psychiatric Hospital (CPH), a related
party, and provides various clinical and administrative
services. Amounts for these services charged by the
hospital were approximately $4.4 million and $5.8 million
during Fiscal Years 2000-01 and 1999-00, respectively.
Amounts due from the Health Sciences Center, including
CPH and CRC, amounted to $2.0 million and $5.8 million
at June 30, 2001 and 2000, respectively.

Chartwell Rocky Mountain Region is a Colorado general
partnership between the hospital and Chartwell Home
Therapies Limited Partnership, a Massachusetts limited
partnership.  Chartwell Rocky Mountain Region was
formed to provide home infusion and respiratory services
to alternate-site patients. The partnership began in April
1996. The hospital and Chartwell Home Therapies
Limited Partnership each have a 50 percent ownership in
Chartwell Rocky Mountain Region.
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NOTE IV. COMMITMENTS AND CONTINGENCIES

A. LEASE COMMITMENTS
Primary Government

The state may enter lease or rental agreements for buildings
or equipment. All leases contain clauses indicating that
continuation of the lease is subject to funding by the
legislature. It is reasonably assured that most of these leases
will be renewed in the normal course of business. They are
therefore treated as noncancelable for financial reporting
purposes.

At June 30, 2001, the state had $3.9 million of land, $155.4
million of buildings, and $106.6 million of equipment under
capital leases. The state anticipates $7,183,067 of minimum
sublease rentals, and it paid $17,183 of contingent rentals
during Fiscal Year 2000-01.

Colorado State University Research Foundation, a related
party, is a not-for-profit Colorado corporation, established
to aid and assist the three institutions governed by the State
Board of Agriculture in their research and educational
efforts. The support provided by the foundation to the
institutions includes patent and licensing management,
equipment leasing, municipal lease administration, debt
financing, and land acquisition, development and
management. Colorado State University System is sub-
leasing space from the foundation. The total obligation is
$772,000 with average annual lease payments of $386,000.
Colorado State University is also subleasing space from the
foundation. The total obligation is $1,939,000, with average
annual lease payments of $909,000. The university and the
system are also leasing equipment from the foundation and
have a total lease obligation of $693,000 with terms ranging
from one to six years.

Fort Lewis College leases assets from the Fort Lewis
College Foundation and had a lease payable of $327,640 at
June 30, 2001.

Morgan Community College made lease payments of
$66,950 to the Morgan Community College Foundation for
classroom facilities.

Pueblo Community College leases equipment from the
Pueblo Community College Foundation. The outstanding
balance of the lease payable at June 30, 2001, was $44,880.

Auraria Higher Education Center made payments of
$106,185 to the Auraria Foundation for rent and in connec-
tion with the lease purchase of the AHEC Administration
Building.

The state is obligated under certain leases that it accounts
for as operating leases. Operating leases do not give rise to
property rights or lease obligations. Therefore, the results
of the lease agreements are not reflected in the balance
sheets of the funds or account groups.

For Fiscal Year 2000-01, the state had building and land
rental expenditures of $32.2 million and equipment and
vehicle rental expenditures of $37.7 million paid to non-
state agencies. It recorded $3.8 million of lease interest
costs of which approximately $1.3 million was for
certificates of participation for capital financing, $2.0
million was for state motor fleet vehicle leasing, and $.5
million was for other capital leases.

The $1.15 million of capital lease proceeds shown in the
governmental funds on the Combined Statement of
Revenues, Expenditures, and Changes in Fund Balance
primarily represents lease financing of computers by the
Department of Human Services. An equivalent amount of
capital outlay expenditure is recognized at the inception of
the lease to avoid any impact on fund balance.

Future minimum payments at June 30, 2001, for existing leases were as follows:

Capital Leases

(Amounts in Thousands)

Internal Trust & General College &
Fiscal Operating Enterprise Service Agency Long-Term University

Year Leases Funds Funds Funds Debt Funds
2002 $ 38,379 $ 263 $ 14,461 $ 30 $ 7,147 $ 15,283
2003 30,929 259 11,601 16 6,364 13,691
2004 26,234 239 8,743 6 4,683 12,876
2005 21,438 94 4,940 1 4,568 12,347
2006 14,940 30 2,556 - 2,718 15,260
Thereafter 43,039 8 1,076 1,784 90,665
Total Minimum Lease Payments $ 174,959 893 43,377 53 27,264 160,122
Less: Imputed Interest (106) (4,051) (8) (3,514) (58,014)
Present Value of Minimum Lease Payments 787 39,326 45 23,750 102,108
Less: Current Portion (206) (12,805) - - (1,291)
Total Capital Lease Obligations $ 581 $ 26,521 $ 45 $ 23,750 $100,817
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Component Units

The University of Colorado Hospital Authority leases
certain equipment under noncancelable operating leases.
Rental expense for operating leases approximated $6.0
million and $5.8 million for Fiscal Years 2000-01 and
1999-00, respectively. Future minimum lease payments for
these leases at June 30, 2001, are:

(Amounts in Thousands)

Fiscal Year
2002 $ 6,148
2003 689
2004 662
2005 662
2006 571
Thereafter 1,149
Total Minimum Obligations $ 9,881

The Colorado Water Resources and Power Development
Authority leases office facilities under an operating lease.
Total rental expense for the year ended December 31, was
$99,167 in 2000 and $95,898 in 1999. The minimum an-
nual rental commitments under this lease are $106,430 for
2001, and $113,024 for 2002.

B. NOTES AND BONDS PAYABLE
Primary Government

Many institutions of higher education, the highway fund,
state nursing homes, and the Colorado Student Obligation
Bond Authority have issued bonds and notes for the
purchase of equipment, construction of facilities and
infrastructure, and to finance student borrowing. Specific
user revenues are pledged for the payments of interest and
future retirement of the obligations. During Fiscal Year
2000-01, the state had $280.3 million of available net
revenue after operating expenses to meet the $140.2 million
of debt service requirement related to these bonds.

The State Fair Authority is required by its bond covenant to
generate sufficient revenue to cover general operating
expenses plus 125 percent of the annual debt service on its
outstanding bonds. The Authority was not in compliance
with this requirement for the year ended June 30, 2001.
However, the amount of the long-term debt ($1.8 million) is
not material to the state, and the state has no indication that
the creditor will call the obligation. Therefore, the
obligation remains classified as long term. The state is not
aware of any other violations of note or bond covenants by
itself or any of its institutions at June 30, 2001, or after that
date.

On June 16, 2001, The Colorado Department of Transport-
ation issued Transportation Revenue Anticipation Notes,
Series 2001A (TRANs) in the amount of $506,370,000.
Voters authorized the issuance in the November 1999
election. The TRANs have terms varying from 5 to 15
years and interest rates ranging from 4.0 percent to 5.5
percent. The TRANs are payable solely from certain
federal and state funds annually allocated by the State
Transportation Commission. Of the $1.03 billion out-
standing at June 30, 2001, the amount to be repaid from
federal sources is $490.05 million and is shown on the
Combined Balance Sheet — All Fund Types and Account
Groups as Amount to Be Provided For Retirement of Long-
Term Obligations — From Federal Revenues. Before the
November 1999 vote, the Colorado Supreme Court
determined that the TRANs do not constitute general
obligation debt of the state.

The state recorded $114.4 million of interest costs of
which the Colorado Student Obligation Bond Authority
paid approximately $36.6 million on borrowings to
finance student loans, higher education paid $20.8 million
primarily for construction project debt service, the
highway fund paid $33.8 million related to the TRANs
discussed above, the state treasurer paid $14.6 million on
short term borrowings for cash flow purposes, the
Colorado Student Loan Program paid $8.1 million, and
the remaining $.6 million was for other operating interest.



» COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

Annual maturities of notes and bonds payable, including
$3.3 million classified as other current liabilities and $2.4

million of unamortized bond discounts and premiums, are
as follows:

(Amounts in Thousands)

Fiscal Revenue Mortgages Installment

Year Bonds Payable Notes Total
2002 151,463 66 395 151,924
2003 190,476 66 202 190,744
2004 144,907 66 12 144,985
2005 143,112 66 12 143,190
2006 207,812 66 4 207,882
2007-2011 942,617 18,794 - 961,411
2012-2016 766,833 - - 766,833
2017-2021 146,634 - - 146,634
2022-2026 233,235 - - 233,235
2027-2031 84,192 - - 84,192
2027-2031 261,514 - - 261,514
Total Future Payments 3,272,795 19,124 625 3,292,544
Less: Imputed Interest (1,223,941) (108) (6) (1,224,055)
Total Principal Payments $2,048,854 $ 19,016 $ 619 $2,068,489

Component Units

The debt service requirements to maturity for the Water
Resources and Power Development Authority at December
31, 2000, are:

(Amounts in Thousands)

Year
2001 $ 48,356
2002 47,578
2003 47,283
2004 47,151
2005 46,083
Thereafter 479,735
Total Future Payments 716,186
Less: Imputed Interest (266,654)
Unamortized Premium/Discount
and Deferred Cost (2,223)
Total Bonds Payable $ 447,309

The Denver Metropolitan Major League Baseball Stadium
District in-substance defeased all of its outstanding debt in
October 2000. At the date of defeasance, all unamortized
loss on refunding and unamortized bond discounts and
issuance costs were included in the calculation of current
period debt service costs.

All of the Water Resources and Power Development
Authority's Small Water Resources Program bonds and
the Series 1989A and Series 1990A Clean Water Revenue
Bonds are insured as to payment of principal and interest
by Financial Guaranty Insurance Company. The Clean
Water Revenue Bonds, Series 1992A are insured as to

payment of principal and interest by Financial Security
Assurance, Inc.  The Wastewater Revolving Fund
Refunding Revenue Bonds, Series 1996A are insured as to
payment of principal and interest by AMBAC Indemnity
Corporation. Total interest paid during 2000 amounted to
$20,971,838.

During Fiscal Years 2000-01 and 1999-00, the University
of Colorado Hospital Authority met all the financial ratio
requirements of its bond indenture. Cash paid for interest
by the hospital in Fiscal Years 2000-01 and 1999-00
approximated $12.5 million and $13.1 million, respect-
ively. Total interest cost capitalized in Fiscal Year 2000-
01 amounted to $2.0 million, which is net of $1.9 million
in investment income from the unexpended bond funds.
The aggregate maturities of long-term debt for University of
Colorado Hospital Authority at June 30, 2001, are:

(Amounts in Thousands)

Year
2002 $ 3,430
2003 4,170
2004 4,350
2005 4,545
2006 4,770
Thereafter 226,355
Total Long-Term Debt Payments 247,620
Less: Unamortized Discount (3,325)
Deferred Amount on Refunding of
Series 1997A Bonds (8,004)
Total Carrying Amount of Long-Term Debt $ 236,291
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C. CHANGES IN LONG-TERM LIABILITIES
Primary Government

Changes in long-term liabilities are summarized as follows:

(Amounts in Thousands)

Fund Type or Balance Changes Balance
Account Group July 1 Additions Reductions June 30
Leases Payable:
Proprietary $28,640 $12,533 $14,071 $27,102
Trust and Agency 51 21 27 45
Long-Term Debt Account Group 29,388 1,146 6,784 23,750
Higher Education 113,189 655 13,027 100,817
Subtotal 171,268 14,355 33,909 151,714
Bonds Payable:
Proprietary 718,249 20 30,192 688,077
Long-Term Debt Account Group 524,360 506,370 1,850 1,028,880
Higher Education 346,007 64,813 65,267 345,553
Subtotal 1,588,616 571,203 97,309 2,062,510
Compensated Absences:
Proprietary 4,240 574 270 4,544
Trust and Agency 221 58 35 244
Long-Term Debt Account Group 112,275 11,392 8,785 114,882
Higher Education 85,207 26,219 9,379 102,047
Subtotal 201,943 38,243 18,469 221,717
Other Long-Term Liabilities:
Governmental
Deposits Held in Custody 10 11 7 14
Funded Compensated Absences 241 - 141 100
Proprietary
Unpaid Insurance Claims 207 - 195 12
Prepaid Tuition Contracts 77,937 1,363 - 79,300
Expired Warrants Liability 115 5 1 119
Trust and Agency
Tax Refunds Payable 93 25 - 118
Treasury Escheats 1,450 71 - 1,521
Deposits Held in Custody 56,996 6,871 3,033 60,834
Long-Term Debt Account Group
Risk Management Claims 95,711 - 24,682 71,029
Unpaid Insurance Claims 1,156 - 342 814
Labor Fund Claims 166,939 - 10,678 156,261
Highway Construction Advances 1,000 - - 1,000
Court Award - 9,323 - 9,323
Medicaid Judgment 18,000 - - 18,000
Higher Education
Risk Management Claims/Other 30,570 9,036 11,534 28,072
Subtotal 450,425 26,705 50,613 426,517
Totals $2,412,252 $650,506 $200,300 $2,862,458

The following obligations, listed by fund type, represent
amounts owed by the state at June 30, 2001, which are
classified as other long-term liabilities on the balance sheet.

Funded Compensated Absences in the General Fund are
liabilities for payment to employees of the state working in
county employment service centers. Expenditures are
recognized as the employee earns leave time.

Unpaid Insurance Claims in the Proprietary Funds are the
noncurrent liabilities for payments of medical and dental
benefits by the State Employees and Officials Group
Insurance Plan. Beginning January 1, 2000, the state began
purchasing commercial insurance to cover these risks.
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Prepaid Tuition Contracts in the Proprietary Funds are the
liability associated with guarantees to pay future tuition
costs.

Expired Warrants Liability in the Proprietary Funds is for
warrants issued by the Lottery Fund that have expired but
for which the Lottery would be liable if the payee submitted
a claim for reissue.

Tax Refunds Payable in the Trust and Agency Funds are
bonds posted by taxpayers concerning the collections of
gross-ton-mile and fuel tax, and the deferment of delinquent
severance taxes estimated to be collected after more than
one year.

Treasury Escheats in the Trust and Agency Funds reflect
liabilities recorded related to perpetual property rights of
individuals. The property rights are from assets that finan-
cial institutions and insurance companies have transferred to
the state treasurer under state law. The amount recorded is
an estimate based on historical claims of the fund.

The Risk Management Claims in the Long-Term Debt
Account Group are the actuarially determined amounts in
excess of the current liability in the General Fund related to
self-insurance of general liability. It also represents
expected claims under the prior Paid Loss/Retro Plan and
the state’s current self-insurance plan for workers’
compensation.

The Unpaid Insurance Claims in the Long-Term Debt
Account Group are for the Department of Human Services
workers’ compensation self-insurance. A third-party claims
administrator currently manages the plan.

Long-term liabilities of the Labor Fund are recorded in the
General Long-Term Debt Account Group. Estimated future
payments are actuarially determined. Benefits are expected
to be funded through future revenues from a special tax on

Component Units

workers' compensation premiums, court awards, and interest
income.

Highway Construction Advances in the Long-Term Debt
Account Group are related to funds that a local government
provided to the Department of Transportation. The De-
partment uses these funds to accelerate highway con-
struction projects of interest to the local government. The
funds will be repaid to the local government at the time the
project was originally scheduled to be completed.

The Court Award in the General Long Term Debt Account
Group is related to a class action suit by a group of
taxpayers. The Department of Revenue has appealed the
award, and it does not expect to make payment within one
year.

The Medicaid Judgment in the General Long Term Debt
Account Group is the result of a lawsuit over Medicaid rates
paid to a health maintenance organization. The state lost
the suit but is appealing the judgment awarded.

The Risk Management Claims in the College and University
Funds are primarily for the University of Colorado’s self-
insurance program for general liability, property, workers’
compensation, medical benefits, and medical malpractice.
Colorado State University’s liabilities for medical, dental
and short-term disability benefits for faculty and staff are
also included in this amount. These balances are actuarially
determined.

Long-term liabilities that are actuarially determined often
include amounts for claims that are incurred but not yet
reported.  Since these liabilities are not based on
individually identifiable claims, it is not practicable to
report gross additions and reductions. See Note IV-E for
the amount of claims reported and paid and other
adjustments to these actuarially determined liabilities.

(Amounts in Thousands)

Denver Metropolitan

University  Colorado Water Resources

Beginning Balance
Obligations Issued

Obligations Retired or Reclassified (46,133)

Increase (Decrease) in Comp. Absences
Increase (Decrease) in Other Liabilities

Major League Baseball ~ Of Colorado  and Power Development
Stadium District  Hospital Authority Authority Totals
$ 46,133 $ 241,736 $ 379,498 $ 667,367
- 93,795 93,795
(2,976) (22,657) (71,766)
1,009 - 1,009
1,715 1,715
$ 239,769 $ 452,351 $ 692,120

Ending Balance $
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D. DEFEASED DEBT
Primary Government

Debt is defeased by depositing in escrow accounts an
amount sufficient, together with known minimum
investment yields, to pay principal, interest, and any
redemption premium on the debt to be defeased. During
Fiscal Year 2000-01, debt was defeased in the College and
University Plant Funds.

During Fiscal Year 2000-01 the University of Colorado
defeased $21,600,245 of its Regents of the University of
Colorado Research Building Revolving Fund Revenue
Bonds, Series 1989 and Series 1992, by issuing
$21,100,000 of Regents of the University of Colorado
Enterprise System Revenue Refunding Bonds, Series
2001A. The old debt had an interest rate of 5.64 percent
and remaining term of 11 years. The new debt interest rate
is 4.4 percent, and it has a term of 11 years. The University
reduced its debt service cash flows by $1,539,854 and
reported an economic gain of $1,044,034. The transaction
resulted in an accounting loss of $1,050,834 that the
University reported in the plant funds.

During Fiscal Year 2000-01, the University of Colorado
defeased $3,020,000 of its Regents of the University of
Colorado Enterprise System Revenue Refunding Bonds,
Series 1994, by placing the proceeds from the sale of the
property financed by the bonds with an escrow agent. The
debt defeased had interest rates ranging from 6 to 6.6
percent and a remaining term of 8 years. There was no
economic gain or loss on the transaction, however, the
University recorded an accounting loss of $220,824 in the
plant funds.

The remaining balances of amounts previously placed in
escrow type accounts with paying agents for the college and
university funds are as follows:

(Amount in Thousands)

Institution Amount

University of Colorado $ 27,565
Colorado State University 14,061
University of Northern Colorado 11,635
Auraria Higher Education Center 10,320
School of Mines 10,260
Western State College 10,905
Fort Lewis College 8,251
Pueblo Community College 2,965
Univ. of Colorado Health Sciences 3,020
Red Rocks Community College 2,730
Adams State College 515
Arapahoe Community College 85
University of Southern Colorado 10
Total $ 102,322

Component Units

The Denver Metropolitan Major League Baseball Stadium
District in-substance defeased all of its outstanding debt in
October 2000. The face amount of 1991 and 1994 revenue
bonds defeased was $38.4 million. The 1994 bonds were
issued to advance refund a substantial portion of the
District’s 1991 revenue bonds. Total debt service,
including principal and interest, remaining for the District’s
in-substance defeased debt was $160.4 million at December
31, 2000. This included $85.2 million of debt service
related to the 1994 advance refunding.

The Colorado Water Resources and Power Development
Authority had $48.2 million of bonds previously issued but
defeased at December 31, 2000.

On November 1, 1997, the University of Colorado Hospital
Authority issued $123.9 million in Hospital Refunding Rev-
enue Bonds to advance refund Series 1992A bonds. At
June 30, 2001, $106.8 million of bonds outstanding are
considered defeased. The refunding resulted in a deferred
loss, which the hospital is charging to operations through
Fiscal Year 2022-23. At June 30, 2001, the unamortized
deferred loss on refunding is $8.0 million. The hospital
completed the advance refunding to reduce its total debt
service payments over the subsequent 25 years by $6.5
million and to obtain an economic gain of $3.7 million.

E. RISK MANAGEMENT
Primary Government

The state currently self-insures its agencies, officials, and
employees for certain risks of losses to which they are
exposed. These include general liability, motor vehicle
liability, and workers’ compensation. The Risk Manage-
ment Fund is a restricted General Fund used to account for
claims adjustment, investigation, defense, and authorization
for the settlement and payment of claims or judgments
against the state except for employee medical claims. The
State Employees and Officials Insurance Fund is an Internal
Service Fund established for the purpose of risk financing
employee and state-official medical claims. The fund
includes several medical plan options ranging from provider
of choice to managed care. Before January 1, 2000, the
state was self-insured for medical claims. After January 1,
2000, the state and its employees paid premiums for
insurance purchased to cover medical claims. Property
claims are not self-insured; the state has purchased property
insurance.

All funds and agencies of the state, with the exception of the
public authorities and the University of Colorado, partici-
pate in the Risk Management Fund. Agency premiums are
based on an assessment of risk exposure and historical
experience. Liabilities are reported when it is probable that
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a loss has occurred and the amount of that loss can be
reasonably estimated. Liabilities include an amount for
claims that have been incurred but not reported. Because
actual claims liabilities depend on such complex factors as
inflation, changes in legal doctrines, and damage awards,
the process used in computing claims liability does not
necessarily result in an exact amount. Claims liabilities are
evaluated periodically to take into consideration recently
settled claims, the frequency of claims, and other economic
and social factors. A contractor completed an actuarial
study during Fiscal Year 2000-01 determining both the
short and long-term liabilities of the Risk Management
Fund.

Colorado employers are liable for occupational injuries and
diseases of their employees. Benefits are prescribed by the
Workers’ Compensation Act of Colorado for medical
expenses and loss of wages resulting from job-related
disabilities. The state uses the services of the Colorado
Compensation Insurance Authority, a related party, to
administer its plan. The state reimburses the Authority for
the current cost of claims paid and related administrative
expenses.

During Fiscal Years 1998-99, 1997-98, and 1996-97
medical claims against the State Employees and Officials
Insurance Fund (SEOGI) exceeded the premiums collected.
This resulted in decreases in the medical reserve fund equity
of approximately $4.7 million, $3.8 million, and $6.5
million respectively. In Fiscal Year 1999-00, State
Employees and Officials Insurance Fund (SEOGI) began
purchasing insurance to address the continuing decrease in
the medical reserve fund equity. The fund continues to pay
claims under the self-insured plan through December 31,
2001.

Before January 1, 1999, the State Employees and Officials
Insurance Fund provided an employer paid short-term
disability plan for all employees. On January 1, 1999, the
Public Employees Retirement Association (PERA) began
covering short-term disability claims for state employees
eligible under its retirement plan. (See Note V-A.) SEOGI
continues to provide short-term disability coverage for
employees not yet qualified for the retirement plan and
limited benefits for employees also covered under the
PERA short-term disability plan. The SEOGI program
provides an employee with 60 percent of their pay
beginning after 30 days of disability or the exhaustion of the
employee’s sick leave balance, whichever is later. This
benefit expires six months after the beginning of the
disability. The SEOGI disability plan is essentially self-
insured because the third party administrator of the plan has
a termination premium agreement that requires the state to
reimburse it if there is a deficit over the total period of
insurance.

Before October 1, 1996, the Regents of the University of
Colorado participated in the University of Colorado

Insurance Pool — a public-entity self-insurance pool.
After that date, the university became self-insured for
workers’ compensation, auto, general and property
liability, and employee and university-official medical
claims. An actuary projects both the pool and the self-
insured plan liabilities. The University purchases excess
insurance to cover losses over a self-insured retention or
deductible. During plan year 1999, claims exceeded
premiums collected for the self-funded health program.
Reserves and payments from other University sources
were used to offset the resulting deficit. Effective January
1, 2000, the University transitioned to a fully insured
health program. As of June 30, 2001, all claims against
the self-insured health program have been paid, and there
is no remaining liability.

The University of Colorado Health Sciences Center’s
Housestaff Health Benefits Plan is a comprehensive self-
insurance health and dental benefits program for physicians
in training at the Health Sciences Center. The University
manages excess risk exposure for staff medical claims by
purchasing stop-loss insurance. Collections from the stop-
loss insurance totaled $174,421 over the three previous
years.

The Center also self-insures its faculty, staff and students
for medical malpractice through the University of Colorado
Self-Insurance Trust. The discounted liability for malprac-
tice is determined annually by an actuarial study.

Colorado State University provides a medical, dental, short-
term disability, and post-retirement health care subsidy plan
for academic faculty, administrative professional staff, and
certain other employees. The plan was formed in 1985. The
medical, dental, and short-term disability plans are funded
by monthly contributions of participating employees. The
University contributes one percent of covered payroll to the
post-retirement health care subsidy. A third party
administers the plan and provides actuarial analysis of
claims liabilities. The plan purchases re-insurance for
claims over $200,000 and for aggregate claims over 125
percent of expected claims.

The Department of Human Services uses a third-party
administrator to manage claims related to the Human
Services Workers’ Compensation Plan, which was self-
insured during the period from July 1, 1985, to June 30,
1990. However, new claims are administered by Risk
Management and paid from the Risk Management Workers’
Compensation Plan.

There were no significant reductions or changes in
insurance coverage from the prior year. Settlements did not
exceed insurance coverage in any of the past three fiscal
years.
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Changes in claims liabilities were as follows:

(Amounts in Thousands)

Current Year

Claims and
Fiscal Liability at Changes in Claim Liability at
Year July 1 Estimates Payments June 30
Risk Management:
Liability Fund
2000-01 $ 20,488 $ 445 $ 3,559 $ 17,374
1999-00 23,011 1,747 4,270 20,488
1998-99 23,095 1,976 2,060 23,011
Workers' Compensation
2000-01 101,884 964 20,967 81,881
1999-00 102,586 19,655 20,357 101,884
1998-99 98,328 24,429 20,171 102,586
Employee's and Officials Insurance Fund:
2000-01 1,705 (562) 1,055 88
1999-00 13,580 35,682 47,557 1,705
1998-99 10,733 66,369 63,522 13,580
University of Colorado:
General Liability, Property,
and Workers' Compensation
2000-01 13,343 1,195 3,152 11,386
1999-00 15,305 1,433 3,395 13,343
1998-99 16,918 3,270 4,883 15,305
Medical Benefits Plan
2000-01 1,961 (21) 1,940 -
1999-00 5,820 13,688 17,547 1,961
1998-99 7,902 27,934 30,016 5,820
University of Colorado Health Sciences Center:
Medical Malpractice
2000-01 7,671 1,461 1,256 7,876
1999-00 7,839 1,639 1,807 7,671
1998-99 8,167 515 843 7,839
Housestaff Health Benefits
2000-01 541 2,598 2,588 551
1999-00 553 2,390 2,402 541
1998-99 592 2,436 2,475 553
Colorado State University:
Medical, Dental, and Disability Benefits
2000-01 2,816 8,243 7,975 3,084
1999-00 2,614 4,401 4,199 2,816
Department of Human Services:
Workers' Compensation
2000-01 1,156 - 342 814
1999-00 1,189 - 33 1,156

1998-99 1,570 - 381 1,189
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Component Units

As of October 1, 1989, the University of Colorado
Hospital Authority began self-insuring against malpractice
claims in excess of coverage provided by the University of
Colorado Self Insurance Risk Management Trust in which
the hospital participates. For Fiscal Year 2000-01, the
hospital recorded premium and administrative expenses of
$333,000. The trust had a fund balance of $2.5 million in
excess of reserves for losses and loss adjustment expense.
The hospital purchases insurance coverage for employee
health, dental, and accident claims through the University
of Colorado and commercial insurance companies.

The Denver Metropolitan Major League Baseball Stadium
District purchases commercial insurance to mitigate most
of its risk of loss. It requires its lessee and contractors to
cover certain other risks. These parties provided the
required coverage at their own cost in 1999 and 2000.
There were no significant reductions in insurance cover-
age from the prior year.

The Colorado Water Resources and Power Development
Authority maintains commercial insurance for most all
risks of loss. No claims have been made against this
commercial coverage in any of the past three fiscal years.

F. CONTINGENCIES
Primary Government

The Colorado Governmental Immunity Act sets upper
limits on state liability at $150,000 per person and
$400,000 per occurrence for most claims against the state.
Judgments awarded against the state for which there is no
insurance coverage or which are not payable from the
Risk Management Fund ordinarily require a legislative
appropriation before they may be paid.

Numerous court cases are pending in which the plaintiffs
allege that the state has deprived persons of their civil
rights, or inadequately compensated them for their prop-
erty. In the aggregate, the monetary damages (actual,
punitive, and attorney's fees) claimed in the civil rights
cases would exceed the insurance coverage available by a
material amount. The state believes it is highly unlikely
that there will be actual awards of judgments in material
amounts.

The state is the defendant in numerous lawsuits involving
claims of inadequate, negligent, or unconstitutional treat-
ment of prisoners and mental patients. In some of these
suits, plaintiffs are seeking or have obtained certification
as a class for a class action suit. Most of these cases seek
actual damages that are not material but include requests

for punitive damages that may be material. There is also
the potential that the courts may rule that the current
conditions of confinement are unconstitutional.

The state is the defendant in lawsuits by employees
accusing the state of various infractions of law or contract.
These include claims related to age and sex discrim-
ination, wrongful termination, contractual agreements for
paying of salaries based on parity and equity, and
overtime compensation under the Federal Fair Labor
Standards Act. The state does not believe that any of
these cases are material to its financial operations.

Many state agencies have grant and contract agreements
with the federal government and other parties. These
agreements generally provide for audits of the transactions
pertaining to the agreements, with the state being liable to
those parties for any disallowed expenditure. The state is
contesting the disallowance related to such audits, and the
outcome is uncertain at this time.

The Colorado Student Loan Program, in the event of
adverse loss experience, could be liable for approximately
25 percent ($432.5 million) of the outstanding balance of
loans in repayment status. However, the probability of a
material loss is remote.

A class action suit has been filed against the Department
of Health Care Policy and Financing alleging that the
department inappropriately denied Medicaid benefits to
developmentally disabled clients. The fiscal impact on
the state’s Medicaid program is estimated in excess of $50
million.

The U.S. Environmental Protection Agency has, in several
instances, either sued the state or given notice of the
state’s potential responsibility under CERCLA. This
includes the School of Mines as well as non-state parties.
Issues have arisen because of costs associated with the
cleanup of hazardous substances at several sites owned by
the state.

The state has been sued for unlawful taking of property in
relation to the Colorado Oil and Gas Commission’s action
to close oil wells for violations of Commission rules.
Damages of $2 billion are sought; however, the amount of
a potential award cannot be estimated.

At June 30, 2001, the Lottery Division of the Department
of Revenue had outstanding annuity contracts of approx-
imately $698.2 million in the name of lottery or lotto
prizewinners. The probability is remote that any of the
sellers of these contracts will default, and thus, require the
state to pay the annuity.



COLORADO GENERAL PURPOSE FINANCIAL STATEMENTS

The Colorado Department of Revenue has received a
claim for refund of $60 million of estate taxes and related
interest. The department estimates that it will take the
federal courts from one to three years to set the refund
amount, which may range from zero to the amount
claimed.

Various notes and bonds have been issued by state school
districts that may impact the state. Colorado statutes
provide that if a district indicates that it will not make the
payment to bondholders by the date on which it is due, the
state treasurer shall forward the amount necessary to make
the payment to the paying agent. The state shall then
withhold state equalization payments to the defaulting
school district for a period up to 12 months to cover the
state’s loss. Currently, notes or bonds valued at over
$4.42 billion are outstanding. Of this amount, $3.06
billion is covered by private insurance.

The Colorado Department of Transportation is in the
process of remediating its leaking underground fuel
storage tanks and other hazardous wastes at its facilities.
The department has estimated that its future costs will be
approximately $20 million, and the process will not be
completed until the year 2010.

The State of Kansas has sued the state in the U.S.
Supreme Court for alleged violations of the Arkansas
River Compact. The case was bifurcated into a liability
and a remedy phase. The Supreme Court ruled in favor of
Kansas in one of its three claims and a Special Master was
appointed. The Special Master’s damage-calculation
methodology resulted in damages of over $40 million,
which the State of Colorado challenged in the U.S.

Supreme Court. The Supreme Court reduced the amount
of prejudgment interest included in the calculation, but the
remainder of the damages will be set at trial. The state
estimates that final damages will be as much as $23
million; however, Kansas may also seek to have its costs
reimbursed for as much as $10 million.

The State of Nebraska has named the State of Colorado in
a cross-claim suit in relation to the State of Kansas’ suit
alleging violations of the Republican River Compact. The
State of Colorado has filed related claims against
Nebraska and Kansas, and Kansas has counter-claimed
against Colorado. Nebraska and Kansas have not specified
amounts of damages sought, and the amount cannot be
estimated at this time. However, all parties have agreed to
drop claims against each other for damages prior to 1994,
and therefore, damages are likely to be less than those
awarded in the Arkansas River Compact suit discussed
above.

A class action suit has been brought against the state
seeking damages of $2.3 billion — equal to the TABOR
excess revenue refunds for Fiscal Years 1996-97 through
1999-00. The suit alleges that the refund program violates
interstate commerce, equal protection and privileges, and
immunity clauses of the U.S. Constitution. It also alleges
that the TABOR amendment, under which the refund was
made, violates the equal protection and due process
clauses of the Colorado Constitution.

The state believes it has a good chance of prevailing in
these cases, but the ultimate outcome cannot presently be
determined. No provision for any liability that may result
has been made in the financial statements.
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NOTE V. PENSION SYSTEM AND OBLIGATIONS

A. PLAN DESCRIPTION

Virtually all State of Colorado employees participate in a
defined benefit pension plan. The plan's purpose is to
provide income to members and their families during
retirement or in case of death or disability. The state plan
and the other divisions’ plans are included in PERA’s
financial statements, which may be obtained by writing
PERA at 1300 Logan Street, Denver, Colorado, 80203.

Administration of the Plan

The plan, a cost-sharing multiple-employer defined benefit
plan, is administered by the Public Employees' Retirement
Association (PERA). PERA was established by state statute
in 1931, and it includes the State and School Division Trust
Fund, the Municipal Division Trust Fund, and the Judicial
Division Trust Fund. The authority to establish or amend
plan benefits is retained by the General Assembly in
accordance with Title 24, Article 51 of the Colorado
Revised Statutes (CRS).

Members with five or more years of service automatically
receive the higher of the defined retirement benefit or
money purchase benefit at retirement.

Defined Retirement Benefits

Plan members are eligible for retirement benefits at age 50
with 30 years of service, age 60 with 20 years of service, or
at age 65 with 5 years of service. State troopers and
Colorado Bureau of Investigation (CBI) officers are eligible
for retirement benefits at the following age and years of
service; any age — 30, 50 — 25, 55 — 20, and 65 — 5.
Members are also eligible for retirement benefits without
a reduction for early retirement if they are at least 55 and
have a minimum of 5 years of service credit, and their age
plus years of service equals 80 or more.

Reduced service retirement benefits are available at the
following age and years of service; 50-25, 55 —20, and 60—
5. The benefit is calculated similarly to a service retirement
benefit; however, it is reduced by percentages that vary
from 0.25 to 0.5, depending on age and years of service, for
each month before the eligible date for the full service
retirement.

Monthly benefits are calculated as a percentage of highest
average salary (HAS). HAS is one-twelfth of the average of
the highest annual salaries on which contributions were
paid, associated with three periods of 12 consecutive
months of service credit. Service retirement benefits are
calculated at 2.5 percent of HAS for each year of service
credit. The benefit is limited to 100 percent (40 years) and
cannot exceed the maximum amount allowed by federal
law.

After March 1, 2001, PERA benefits increased at 3.5 per-
cent compounded annually; before that date